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A FUNCTIONAL APPROACH TO SOCIAL- 
ECONOMIC DATA 


The conception of social life as an organic process has frequently 
invited the method of approach and the point of view in social 
studies that have long been used in the study of other organic 
processes. Recent years have seen in an increasing degree expres- 
sions of a functional viewpoint in social studies. The sociologists 
and political scientists speak of the functional point of view and 
discuss institutions in functional terms. “Psychologists have 
hitherto devoted the larger part of their energy to investigating 
the structure of the mind. Of late, however, there has been mani- 
fest a disposition to deal more fully with its functional and genetic 
phases.”* In economics we see such titles as ‘‘ Marketing Func- 
tions and Mercantile Organization,’”? and “The Function of 
Produce Exchanges.”? Elaborate organizations of sconomic ma- 
terial in which a functional viewpoint is evident have appeared. 
W. H. Hamilton has organized economic data around the problems 

t James Rowland Angell, Psychology, Preface, p. iii. 

2 See article by this title, L. D. H. Weld, American Economic Review, VII, No. 2, 
P. 306. 

3 See, for example, “Cotton Exchanges and Their Economic Functions,” by Arthur 


Richmond Marsh, also similar treatment of produce and mercantile exchanges, 
Annals, XX XVIII, 571. 
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which are most pressing. The functions of institutions are dis- 
cussed in relation to these problems.‘ L. C. Marshall has organ- 
ized economic phenomena into a structure polarizing the institutions 
about the ‘‘outstanding aspects”’ of society.” 

No doubt there is as yet too little of any form of functional 
exposition in economics, and this paper is not designed to level 
criticism at what has been done, excepting in so far as that is 
inevitable in proposing a certain new plan and organization of 
functional approach. If we examine such economic writing as 
attempts more or less definitely a functional approach, we find, 
broadly speaking, two quite distinct types. One of these might 
be characterized “the immediate” and the other “the funda- 
mental.”’ Each one of these types, as it has appeared, has served 
very useful purposes. Each, however, as it has appeared, has very 
definite limitations. It is to indicate some of these limitations 
that this paper is in part purposed. An additional and more 
substantial part of the undertaking, however, is to suggest for 
exposition of the social-economic process a plan of functional 
approach and a method of organization which it is believed is an 
advance, at least for purposes of contemporary instruction. 

The ‘“‘immediate type’ of functional exposition—The ‘“imme- 
diate type”’ of functional exposition can best be characterized by 
the fact that it stops with the more or less immediate function. 
We speak, for example, of the functions of banks as being 
deposit, discount, and issues True, but we may, as the banker 
often does, understand just what these are and how each is 
accomplished and remain quite innocent of the tremendous social 
significance and responsibility of lenders and of these banking 
operations. The explanation does not push through and tie the 
institution or phenomenon described into the whole organization 
of society. It is essentially fragmentary. It is as though we had 
expressed the significance of steam in modern life when we have 
said, “It moves pistons.’”” We may declare to students that the 


* Walton Hale Hamilton, Current Economic Problems. 

2 Leon Carroll Marshall, Readings in Industrial Society. 

3 Compare H. G. Moulton, “Commercial Banking and Capital Formation,” 
Journal of Political Economy, XXVI, 484. 
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function of market news is to give the business man information 
about his market and that the function of advertising is to aid him 
in influencing buyers. But to stop with this fragmentary explana- 
tion is to imply that there is something ultimate and vital about 
the marketing processes themselves. It is failing to show that 
marketing—meaning by that term the whole process by which 
managers find buyers and transport goods to them at a profit—is 
only one phase of specialized production. More, it is failing to 
show that exchange production itself is only one possible method 
of carrying on production. 

But the fragmentary view of economic process is not the only 
weakness of this somewhat superficial functional exposition. A 
second deficiency is its lack of proportion. Social data viewed in 
immediate perspective have no relativity. A house, a monument, 
and a bowlder must look much alike to the insect whose vision is 
limited to a few inches; so with warehouses, credit, capital, middle- 
men, competition, money, bonds, labor, the stock exchange, and 
transportation to the student who is not shown organic relations 
in perspective. Some difference in the structure of these mecha- 
nisms may appear, but they are usually so narrowly viewed in the 
exposition dealing with their functions that one must seem almost 
as important and vital to society as the other. In the student’s 
mind all are, at the best, in a jumbled fashion performing operations 
in that rather vague undertaking known as production. They are 
helping to ‘“‘satisfy human wants.’* But the relative significance 
does not appear; the nature of the interdependence—even if the 
interdependence itself is suggested—of social institutions is not 
developed. There is offered by those who use this “immediate 
function”’ little to suggest that some functions may be viewed as 
almost, if not quite, vital to organized social life, while others are 
merely transitory, evolving methods in temporary use in the genetic 

* Probably no teacher of economics has missed receiving this phrase as an answer 
when attempting to get students to state the functions of an institution. Just how 
and through what agencies has not always been shown the students. Professor 
James H. Tufts has told the writer for quotation that in teaching philosophy and 
psychology the same difficulty is present, relationships in a respectable perspective 
being so hard to establish that he actually taboos certain general words, such as 


“experience,” which the student uses as an always sufficient explanation of “‘how he 
knows anything.” 
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process. ‘ Marketing,” “financial organization,” “private enter- 
prise,” ‘‘risk-bearing,” in the sense of carrying the risks of a modern 
business enterprise, and “‘social control,’ in the sense of govern- 
mental interference, are clearly examples of mere temporary 
methods of accomplishing certain results. These cannot for a 
moment be considered as vital social functions. Organic social 
life was in process long before these methods were employed.' 
It will doubtless continue in process long after these methods have 
gone into the limbus with the stone ax, the patriarchate, and the 
clan—all good methods, perhaps, in their time. They are methods 
of carrying on tasks that can really be classified as vital social 
functions. Other methods, it would probably be safe to say 
lesser methods, are used to make these methods play their part. 

In short, the type of functional treatment of economic data that 
typically has concerned itself with the immediate functions has 
limitations and weakness for analysis and exposition if in purpose 
the study is concerned with the deeper phases of economic process. 
If we do not press beyond immediate functions, the organic sig- 
nificance of social mechanisms is unexploited and the student 
gains neither the basis for social judgment nor the basis for practical 
activity which comes with greater intellectual perspective. 

The more “fundamental” functional approach.—A more “funda- 
mental” type of functional approach may avoid the limitations 
that have been discussed in the preceding paragraphs. Before 
discussing such examples of this type, however, as it may be 
desirable to take up, or presenting a definite proposal, it may be 
well to illustrate this more fundamental form with examples from 
some of the physical sciences. 

The method of the more fundamental functional approach is 
a method frequently used by the student of other organic processes— 
the biologist, the physiologist, and the psychologist. Some of the 
methods of all are worth noticing, as each has suggestions for 
method in presenting social-science data. 

'* There is no implication of course that these were consciously adopted. Such 
a notion would be as baseless as a suggestion that man in his organic development con- 


sciously adopted a heart as a method of stirring up his circulation or that he 
consciously abandoned his tail. 
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Of these scientists, those who are more successful in attempting 
to expound the organic process of individual life do so by outlining 
certain functions.". The biologist attempts an analysis that goes 
to basic terms. He shows that certain tasks or functions must be 
performed or the life-process ceases. Verworn says definitely: 
“., . . the elementary vital phenomena belong to every cell, 
whether it be from a tissue of the higher animals, the lower animals, 
the plants, or from a free-living, independent unicellular organism. 
Every one of these cells exhibits in its individual form general 
vital phenomena.’” He adds later: ‘‘Every cell, wherever it is, 
performs all the elementary functions of life. Without being 
nourished, without respiring, and without excreting, the muscle-cell 
can execute its movements no more than can the amoeba.’ Loeb 
also makes it clear that the performance of certain functions consti- 
tutes the life-process: 


The essential difference between living and non-living matter consists, 
then, in this: the living cell synthetizes its own complicated specific material 
irom indifferent or non-specific simple compounds of the surrounding medium, 
while the crystal simply adds the molecules found in its supersaturated solu- 
tion. This synthetic power of transforming small “‘building stones” into 
the complicated compounds specific for each organism is the “secret of life,” 
or rather, one of the secrets of life.‘ 


* William H. Howell’s A Textbook of Physiology is largely an illustration of this 
method. It should be noted that this is stated as the method used in exposition. 
This is not an assertion that these scientists assume certain functions a priori. Innu- 
merable researches in anatomy, chemistry, and kindred subjects give the data from 
which to induce the generalizations. These researches also compel him to reform 
and patch his generalizations. J. S. Haldane, in Mechanism, Life, and Personality, 
expresses this for the biologist. He says: “When we examine the process of knowledge 
itself we find that it is a progressive defining of our experience in terms of fundamental 
conceptions or categories: also a gradual passing from lower, more abstract or indefi- 
nite conceptions to higher, more concrete or definite ones. This is the course of all 
scientific investigation. It is only with infinite travail and pains that our experience 
gradually defines itself in terms of higher and more definite conceptions. A living 
organism is not given to us complete in thought all at once; it only gradually reveals 
itself more and more definitely in the course of long and arduous biological investiga- 
tion” (p. 98). 

2 Max Verworn, General Physiology—An Outline of the Science of Life, p. 51. 

3IJbid. Verworn’s book was published in 1899. His use of the word “‘vital”’ 
must not cause him to be confused with the vitalists, such as Galen, Harvey, or Haller. 


4 Jacques Loeb, The Organism as a Whole, from a Physicochemical Viewpoint, p. 23. 
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Later Loeb states: 

The constant synthesis, then, of specific material from simple compounds of 
a non-specific character is the chief feature by which living matter differs from 
non-living matter. With this character is correlated another one, namely, 
when the mass of a cell reaches a certain limit the cell divides. 

The method of the physiologist is as useful as any for the 
student of the social sciences. Though the biologist may find an 
ultimate category necessary, the physiologist apparently finds 
a less final list of vital functions best adapted to explaining the 
life of the human crganism.? If detailed investigations give 
assurance that feeding, respiring, and excreting are vital to life, 
the method is to treat these as vital phenomena under which and in 
relation to which and to each other other phenomena can be 
studied. This makes possible a structure and a system in a wholly 
scientific and evolutionary sense. 

In fact, it is not difficult to analyze into their primary constituents the 
complex occupations of our present life and to recognize that its diversity is 
produced by various combinations of a few elementary phenomena, such as 
nutrition, respiration, growth, reproduction, movement, and the production of 
heat. If life be thus conceived as a sum of certain simple phenomena, the 
task of physiology is to determine, investigate, and explain the latter.3 

The biologist or physiologist in following this method makes 
no assertion that these functions are not overlapping, that they 
are mutually exclusive. On the contrary, he asserts that they 
are interdependent. But he does assert, or at least implies, in 
his approach that there are certain life-activities that are funda- 
mental or are sufficiently fundamental, as his science is now under- 
stood, to justify grouping them as vital functions and grouping 
under them other sub-functions as the inethods which further the 
fundamental ones. 

Now this analysis, this method of approach, accomplishes 
in great measure for the expositor of individual organic process 
results which the expositor cf social organic process, certainly in its 
economic phases, has not been able to attain. The physiologist 

* Jacques Loeb, The Organism as a Whole, from a Physicochemical Viewpoint, p. 29. 


? William H. Howell, A Textbook of Physiology, and William Maddock Bayliss, 
Principles of General Physiology, are standard works that in general follow such a plan. 


3 Max Verworn, General Physiology, p. 3. 
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in dealing with his data can indicate both organic significance 
and at the same time something of relativity. An illustration 
will aid. Once it becomes clear that the taking in of food is a vital 
function, other processes that aid the function fall more readily 
into position. If their relation to the vital functions can be shown, 
the organic significance of stomach and intestinal digestion and 
the secretion of the salivary glands is obvious. So with other 
aids to nutrition. Yet no one is left a chance of confusing the 
importance of stomach and intestinal digestion with that of the 
salivary glands. By this approach through the basic functions 
the relative significance of the two is made reasonably clear. So 
with circulation. If this is viewed as a “vital” function in man, 
the work of the heart and that of the heart valves in the human 
organism appear in the light of their significance to the life-process 
and in reasonable perspective and interdependence as regards 
themselves." 

The psychologist uses a similar plan in explaining the process 
of mind.?, He may think of consciousness as consisting of intel- 
lectualizing, feeling, and willing, but for the purposes of exposition 
he presents these in such semi-primary activities as attention, 
sensing, perceiving, memorizing, imagining, etc.s Of doing these 
things consciousness consists. These may then be examined as 
to how they are done and as to their effects on one another—their 
methods, interdependence, and relations. 

Now this same method may be used for the social sciences. 
There is not the slightest suggestion, however, that the vital 
functions of individual life should be compared in any literal way 
to those of social process.4 The essence of the functional approach 


«See for example Bayliss, General Physiology, chap. xxiii, ‘‘The Circulation of 
the Blood,” or Howell, A Textbook of Physiology, chap. vii, ‘The Physiology of Diges- 
tion and Secretion.” 

? Neither physiologist nor psychologist, of course, attempts to explain the phe- 
nomena in which he is interested as apart from the whole life-process. See for example 
Angell, Psychology, pp. 7-8, and J. S. Haldane, Mechanism, Life, and Personality, 
Lecture IV. 

3 See Angell, Psychology, Table of Contents, especially chaps. iv to xiii. 


4See Herbert Spencer, Principles of Sociology, Vol. I, Part II, especially chaps. 
iv to xii. 
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proposed is this: organize or polarize our multitudinous facts 
concerning organic social process to determine certain “basic” 
or “vital” social functions or processes. Organize around or 
under these basic functions the various operations or methods 
which society (in great measure unconsciously, of course) uses to 
carry on these basic functions.‘ The approach advocated is based 
on the idea that the facts, activities, and occupations of daily life are 
combinations of interdependent phenomena directed toward the per- 
formance of a few interdependent tasks or functions which are vital 
to the continuance of social process. It is well recognized that 
systems are dangerous and that the letter killeth. But systems 
are helpful.2 Especially in economic-social study do we need 
systematization of facts into structural forms that will aid in 
showing relationships, interdependence, and the deeper functions 
of social structures. 

The “orthodox” functional approach in economics.—When in an 
earlier paragraph reference was made to a type of “‘fundamental”’ 
functional treatment of economic material there was in mind chiefly 
the “orthodox” organization. Such an organization, once one thinks 


of it in that way, appears to be a functional approach, and it is 
beyond doubt in “fundamental” terms, as that phrase is here 
used. It seems fair, however, to charge against the orthodox 
organization, as it has been presented, certain limitations. 


*It is not proposed to do this a priori. It could be done profitably only syn- 
thetically—only after a long inductive study, a careful examination and analysis of 
social structure and function—probably in the order stated. There is, however, a 
great mass of data at hand. The proposal is for a new systematization of these data 
in terms of function, interdependence, and relation. 

2 Max Verworn, General Physiology, p. 10. Verworn’s defense of Galen is, in the 
field of another organic study, an excellent illustration of the need of systems. He 
says: ‘‘Along with general recognition of his immortal service, Galen has often been 
reproached with the charge that he was not content with collecting physiological facts, 
making observations, and devising experiments, but that he felt strongly the necessity 
of arranging his collected material into a complete and comprehensive system of 
physiology—nothing can be more unjust than this reproach. If Galen had been 
satisfied with ascertaining disconnected physiological facts, physiology and with it 
all medicine would not have been advanced one step farther than Aristotle had already 
brought them. Galen’s greatest importance lies in the union of scraps of physiological 
knowledge into a coherent system. Isolated observations obtain value only in con- 
nection with other facts, and only a survey of the relations of facts makes possible 
further systematic progress.”’ See also Mill, On Comte, p. 82. 
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First of all, while the method may have been, in the mind of its 
users, a functional approach, that fact has not been so objectified 
as to impress itself upon all readers. It has not been so clearly 
and positively put as to keep the functional idea clearly before 
the average student. A second pedagogical weakness lies in the 
orthodox organization. The functions, if as such “production,” 
“consumption,” “distribution,” and “exchange” are to be con- 
sidered, are more of the basic or vital type indicated in the dis- 
cussion of biology than of the halfway fundamental. This is in 
itself no weakness. It is in fact desirable. But these functions 
are remote from the detailed phenomena discussed—so remote 
that there is no easy way for the mind to pass from the specific 
structure under examination to the basic function which the 
structure aids in performing. There is great need of intellectual 
stepping-stones from the particular to the general and back again. 
These ordinarily in economic treatises are lacking. Thus in the 
organization of texts in physiology the mind is carried from a struc- 
tural detail, like the salivary glands, by means of a sub-function such 
as digestion, to the really basic interest of nutrition. The orthodox 
method not only fails to use any such device, but apparently there 
is a tendency, considerably, if not entirely, to forget the functional 
analysis as the discussion proceeds. Even if it is assumed that 
the analysis has been deliberately made in functional terms, it 
appears to be soon neglected, if one is watching for a thorough- 
going plan. It is the structure of social devices rather than “ what 
they are for” that receives attention. There is need, then, of an 
organization of social-economic material that states the problem in 
“fundamental”? functional terms and then attempts to use in 
discussion such appropriate and convenient devices as will aid 
the understanding in retaining the functional viewpoint. 

A final question may be raised regarding the orthodox organiza- 
tion. It may not be the most satisfactory functional analysis 
possible. Changed conditions demand changed methods, and it 
may well be that a functional analysis can be found not only more 
logical but more useful for contemporary students than that pre- 
sented in the orthodox scheme. It is with the hope of stimulating 
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such analyses rather than of ending them that one functional 
approach to social-economic study is here suggested. 

The assumptions of the suggested approach to social-economic 
study.—The assumptions upon which the suggested functional 
approach proceeds in outlining a plan for economic study should 
be made clear before the outline is examined. Briefly, the method 
undertakes, first, to make clear the general fact of wants, the 
insufficiency of free goods, and the necessity of producing economic 
goods.’ It then proposes by way of introduction: 

1. To lay stress upon the fact that society as a whole has at its 
disposal certain resources or assets. These resources may be 
classified as natural resources, labor power, capital, and acquired 
knowledge and institutions.? Taken together, these comprise the 
precious sum-total of raw materials with which society may do 
as much as it can in carrying out its purposes. 

2. To lay stress upon the fact that social resources are at any 
one time limited in amount. 

3. To suggest to the student the attitude of mind that will 
seek to find every economic activity in some fashion woven into 
the work of doing with society’s resources what society ‘‘desires”’ 
to have done with them. (What society desires is judged, of course, 
by the indicators which society at present uses.) There is intended 
no implication that society “desires” rationally or consciously. 
Certain uses for our resources are determined, however. After 
these preliminary ideas follows the suggestion that the entire 
complex of social-economic activities is concerned with performing 
only a few more or less “basic’’ functions or tasks. 

The ‘basic’’ functions—Given any society with certain 
resources, what shall we consider as the basic functions or tasks 

* Wants may be wants for ideals as well as anything else. Economic goods may 
be programs of social reform as well as cheese and beer. The economist recognizes this 
fact. See Ely, Outlines of Economics, pp. 3-7. 


? There is no important difference, for the purpose of this paper, between these 
social resources and the so-called factors of production. By “acquired knowledge 
and institutions” is meant the various techniques, ranging from language and govern- 
ment to mechanics, which society has developed in its evolution. A full discussion 
or acceptance of this point is not essential to the purpose of this paper. 
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that are carried on? The question suggests a number of interest- 
ing possibilities. Chiefly there arises the question whether we 
shall attempt to determine the ultimate or final functions which 
distinguish organized social life from the lack of it—thus following 
perhaps the attempted analysis of the biologist—or whether we 
shall follow rather the expository method of the physiologist and 
psychologist and utilize for purposes of instruction certain semi-basic 
functions, perhaps enabling ourselves from this middle ground better 
to survey the whole range of function and method in social process. 

There probably can be no positive answer as to which is the 
better method for all purposes. There is certainly more than one 
possibility. As will appear, something of both methods has been 
used in the plan offered. Two or three matters, however, have 
been kept in mind. An effort has been made to break the whole 
process into tasks or functions which are sufficiently fundamental 
so that other lesser tasks, functions, and activities may be classed 
under them as methods of performing the social tasks taken as 
basic. The matter of inclusiveness has also had consideration. 
Functions must be used that are broad enough to cover the phe- 
nomena to be discussed. The reader will also notice the evident 
belief that the functions or tasks chosen will be of greater peda- 
gogical value if they are such that their performance can be observed 
in several types of societies. Especially will they be useful if they 
can be distinguished in primitive and ancient as well as in modern 
groups. Such a choice of functions makes possible a constant 
comparison of the methods of various societies that is more than 
fruitful in enabling the student to see even our larger present 
institutions as present methods or means for accomplishing pur- 
poses. It makes possible a comparative study—the basis of the 
evolutionary view. It is an obvious corollary that, once one can 
view the make-up of society as a combination of methods, he has 
the basis for intelligent social analysis and rational guidance of social 
change. Sensing society in evolutionary terms is father to the 
thought of guiding the evolution. 

Without attempting to weigh all of the possibilities which might 
come to mind, consider the following plan. Organized social life 
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may be viewed as a continuous process of adaptation involving the 
performance of the “basic” functions of: 

I. Production, which furnishes the means of life.t. Production is 
observable in social life in certain phenomena which may well 
be considered as the social methods of production. 

. Determination, which we may conceive of as designating: 
1. As regards production: 

a) The ends to which production may be carried on. That 
is to say, certain social agencies put a limit on the field 
of production, as in forbidding the manufacture of 
whiskey or of white phosphorous matches. 

b) The methods, in the larger sense, that shall be employed 
in carrying on production. For example, when, if at all. 
we shall use the individual self-interest scheme in direct- 
ing productive activity, and where, if at all, we shall use 
governmental authority or other devices. 

. As regards determination itself: 

a) The methods that determine the methods that operate in 
determination. 

b) The values or standards by which existing methods, 
either of production or determination, are measured in 
determining retention or change of these methods. 
Back of this lie the method and values that determine 
values and so on into an interacting complex that is as 
yet unanalyzed by the psychologist. 


A CONSIDERATION OF PRODUCTION 


A consideration of the function of production as a whole is 
difficult for purposes of instruction and clear vision. Analysis of 
the concept shows that production has several phases, or, perhaps 


better, involves several interdependent, overlapping sub-functions 
exactly as does the physiological concept of metabolism or the 
psychological concept of intellectualizing. We may then view 
the function of production as involving the sub-functions of: 
(1) conversion of social resources; (2) apportionment of social 


* The usual economic definition of production is near enough to stating what is 
meant. 
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resources; (3) the reduction of risks and wastes of social resources. 
Keeping in mind the thought already indicated, that these are 
largely interdependent and overlapping but that for purposes of 
study it may be well to view them separately, consider the suggested 
content of each. 

1. Conversion.—Any social group must convert its raw materials, 
its natural resources, labor power, present stock of capital, and its 
acquired knowledge and institutions into those material and 
immaterial commodities that, under its ‘‘mores,’’ customs, laws, 
and other agencies of determination, may be legitimately used for 
want satisfaction. The group of activities that are most obviously 
concerned with this work may well be studied as the methods used 
to carry on conversion. 

2. Apportionment.—Not only must any society convert social 
resources into goods, but within the field determined as permissible 
it must determine what goods. What goods means not only what 
consumers’ goods and how many and what varieties of each kind, 
but also what production goods or resources shall be replaced or 
increased. That is to say, any society gives heed to the question 
of keeping up its supply, not only of capital equipment, but of 
natural resources, labor power, and acquired knowledge and 
institutions. There is no thought in any of this to personalize 
society. Some of the work of apportionment is consciously done, 
as perhaps when an economist advises the Federal Reserve Board 
regarding the discount rate or when an educator promotes voca- 
tional schools. Much is certainly unconscious, as when the typical 
citizen adds to his savings account or devises a new mechanical 
appliance. 

To increase or maintain the supply of these resources society 
must use those which it already has. There is no other way, 
barring accident, whether the increase comes by discovery, inven- 
tion, or improvement in organization. This is as important a 
problem in apportioning resources as is the determining of what 
kinds of consumers’ goods to produce. Clearly enough, this task of 
apportionment goes on closely interdependent with conversion— 
is in fact largely the control of it. But there are a large number of 
modern activities and institutions whose functional significance 
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in society is most quickly and clearly seen when they are discussed 
as aiding in society’s task of apportionment. 

The work of apportionment, as the term is here used, has 
frequently no concern with social welfare. In so far as the method 
used is individual self-interest, this is true. Apportionment is the 
task of making the decisions indicated above, but only within the 
field that is at any given time the legitimate field. Apportionment 
implies a short-time view of social aims. It is concerned with 
determining how much beer and how many Bibles, not with deter- 
mining that either or neither is proper. The task of apportion- 
ment, in so far as it is done by the method of individual self-interest, 
is to decide what shall be done with our resources within the area 
that economists usually cover by the term “demand.” Economists 
may have erred when trying to limit themselves to activities 
carried on in response to demand. Demand is itself only a phase 
of the economic process. Demand must be explained; it cannot 
be assumed. In any event, the proposed approach to social data 
includes a recognition of the methods of determining the desirable 
purposes of social activities. But apportionment is not that task. 
Of those goods, material or immaterial, which it is permissible to 
make, what ones shall we make and how many of each? Changing 
the purposes to which we may permissibly apportion resources is 
discussed as another function. 

Reduction of risks and wastes—-The methods by which society 
performs the work of production are, in the process, undergoing 
constant revision. We are, in many cases, quite clearly conscious 
of imperfections. Certain devices used to convert social resources 
are rapid, but declared to be wasteful. Many devices used in 
apportionment perform, we say, but poorly. Child labor, machine 
industry, and private exploitation of natural resources may all 
convert resources with desirable rapidity, but carry with them 
what we call social waste. The methods that are used to reduce 
risks and wastes of social resources, ranging all the way from 
such institutions as public ownership and private property to 
patented sprinkling systems and belt guards, show their work of 
risk-reducing quite plainly when studied under risk and waste 
reduction as a distinct function. 
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The use, in teaching, of this function of “risk and waste reduc- 
tion” brings out in a vivid fashion our double standard of waste 
which allows us to use pecuniary evaluation and at the same time 
talk of reckless, wasteful exploitation of resources. The fact is, 
of course, that we have two standards. No method is long used 
in business which is known to be wasteful from a pecuniary stand- 
point, and nothing which pays can fairly be called wasteful so 
long as we utilize individual self-interest to control apportion- 
ment. To illuminate this, one social paradox would alone justify 
the use of “‘reduction of risks and wastes’’ as a sub-function for 
purposes of study and organization of social-economic material. 

Moreover, a whole range of social problems is illuminated by 
this method. From this viewpoint not only does the social signifi- 
cance of conservation, “safety first,” child labor, disease, market 
information, changes in technique, unemployment, and radicalism 
come out prominently, but the question, “What is proper use ?”’ 
demands an answer and no sentimental or superficial answer will 
longer suffice. 

The manner in which modern society intrusts the guarding of its 
social assets to the watchdog of self-interest by the method of 
private property is illuminated by a consideration of risk and waste 
reduction as a social function. The limitations of this method. 
are also more clearly seen than if we study private property as a 
thing apart. The extent to which methods designed chiefly to 
protect against risk and waste of privately owned resources operate 
to reduce risk and waste of social resources can also be indicated 
with a clearness that may well justify the treatment of risk and 
waste reduction as one of the interdependent sub-functions of pro- 
duction. 

DETERMINATION AS A “BASIC FUNCTION’? 

Any society which is not wholly static will exhibit numerous 
phenomena that have chiefly to do with determining what changes 
shall occur. Just as truly a static society will exhibit many 


* The reader should not infer that there is any implication that this function is 
carried on wholly consciously. The conscious and unconscious shade so imper- 
ceptibly into one another that nothing is to be gained in a general study by an attempt 
to discriminate between unconscious control, as by social tradition, and conscious 
planning, as by governmental commission. 
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institutions which keep it static. These phenomena can profitably 
be studied, if their social significance is sought, as methods of 
determination. 

Society carries on in this function two chief pieces of work. One 
is to determine its purposes, aims, and standards. This may be 
done planfully as by research, laws, and committees, or subcon- 
sciously as by the “mores,” or by a combination of both methods 
too intricate to be disentangled. The other task is to determine 
the methods most suited to accomplishing the objectives and 
securing conformity with the standards. This task also may be 
carried on by subconscious or “rational’’ methods, or both. 

In a word, the function of planning, guiding, and controlling the 
social process is the double task of determining what to do with 
society (and we can do with society or consciously determine what 
to do with it only by utilizing social resources), and determining 
what methods shall be used for doing with society those things 
which we determine to do.’ 

There is a place, therefore, in social-economic study for con- 
sidering as such the institutions or phenomena that function as 
methods in determining the ‘whither’ of society. Related to 
this there is a place for considering as such the institutions or 
phenomena that function as methods in determining what methods 
shall be used in converting, apportioning, reducing risks and 
wastes of resources, and in guiding society in evolving toward that 
“whither.” We must consider as well those social methods that 
determine the methods of both the above. Such social phenomena 
as these—existing in any society—yield their social significance 
to study perhaps most readily when considered as the methods by 
which society performs the function of determination. 

General explanation is after all less clarifying than specific 
illustration. Probably the best way to make clear what is involved 
in this approach to social-economic study is by an outline of the 
method as it has actually been used. There is given first a brief 
skeleton outline to show merely form, and this is followed by a 

‘It is hardly necessary again to remind the reader that society is constantly 


determining these matters, whether anyone realizes it or not. Realized or unrealized, 
we have powerful methods at work. 




















A FUNCTIONAL APPROACH TO SOCIAL-ECONOMIC DATA 545 


discussion designed to elaborate the outline and to show specifically 
what may be done with each topic. 


POSSIBLE OUTLINE FOR A FUNCTIONAL APPROACH 
INTRODUCTION 


The introduction, whether or not it is to be followed by such 
material as has been suggested in the preceding paragraph, should 
set forth clearly: (1) the fact of wants, (2) the deficiencies of nature, 
(3) the materials which nature does supply and the limitations 
of these at any given time, (4) what society has in addition to 
natural resources at any time; that is, supplies of labor power, 
capital, and acquired knowledge and institutions. This introduc- 
tion should also explain the functional approach in a general 
fashion and the general meaning of each of the functions which 
has been determined upon. 


BODY" 


Organized social life may be viewed as a continuous process of 
adaptation involving the performance of the functions of: 


I. Production, which may be considered as involving the inter- 
dependent sub-functions of: 
1. Conversion, which in modern societies is carried on by such 
methods as: 
a) Specialization 
(1) Within single economic units 
(2) Of localities 
(3) Of economic units 
b) Capital industry (‘machine industry” may suit some 
better, though the term is too limited) 
c) Concentrated business units 
d) Individual enterprise and associated enterprise 


*The material outlined here might very sensibly be preceded by an intro- 
ductory section showing the economic organization of some other period. The organi- 
zation of a primitive group or of a medieval manor might do well. For some purposes 
the organization of an army unit makes the best material for comparison with our 
economic system. Some such preliminary survey makes possible that very useful 
pedagogical device that the physiologists call ‘comparative physiology.” 











546 LEVERETT S. LYON 


2. Apportionment,’ which in modern societies is carried on 

by such methods as: 

a) Individual self-interest 

b) General interest, both of which are aided by such tech- 
niques as: 

(1) Pecuniary paraphernalia; pecuniary units, coinage, 
checks, etc. 

(2) Types of business organization; corporations, holding 
companies, governments, associations, ‘ founda- 
tions,” etc. 

(3) Banking and other financial techniques 

(4) Market news and social surveys, including in the 
terms all information gathered by the consular 
service, salesmen, the Department of Agriculture, 
budgetary committees, trade journals, bureaus of 
research, etc. 

(5) Scientific internal business organization, including 
time and motion study, job analysis, intermittent 
work, etc.? 

3. Reducing risks and wastes of social assets. This sub-function 
can best be studied by considering the reduction of risks 
and wastes of various kinds of social assets separately 
a) Risks and wastes of physical resources, in modern societies 

reduced by such methods as: 

(1) Improved techniques of conversion 

(2) Scientific research 

(3) Improved accounting methods 

(4) Conservation movements 

(5) Reclamation service, agricultural schools, experiment 

stations, “forestry,” etc. 

6) Public ownership and control (in some instances) 

7) Private ownership and control (in some instances) 

8) Scientific internal business organization (if not con- 
sidered above), etc. 





* Some will comprehend this idea most quickly if they think of it as the organiza- 
tion or control of production. 

2 These could quite as well, perhaps better, be studied as a method of reducing 
wastes and risks. 
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b) Risks and wastes of capital in modern societies, reduced 
by such methods as: 
(1) Private ownership 
(2) Advertising 
(3) Speculative and other contracts 
(4) Integration 
(5) Social control of capital creation 
(6) Insurance 
(7) Accounting 
(8) Public protection 
(9) Pilot service 
(10) Bureau of Mines 
(11) Department of Agriculture, etc. 
c) Risks and waste of human resources in modern societies 
reduced by such methods as: 
(1) Those which lessen risks of capital 
(2) Labor exchanges and employment bureaus 
(3) “Safety First” movements 
(4) Public and private health propaganda and agencies 
(5) Vocational guidance and education, public and private 
(6) Private property in goods 
(7) Birth control 
(8) Private property in labor, etc. 
d) Risks and wastes of acquired knowledge and institutions, 
reduced by such methods as: 
(1) Education, books, etc. 
(2) Research, in social methods especially 
(3) “Conservative and liberal agitation,” free speech, 
suffrage 
(4) Political machinery, including laws 
(5) Custom, tradition 
(6) Private property rights, etc. 
II. Determination, in modern societies carried on by: 
1. Such largely subconscious methods as tradition, social habit, 
morals, caste systems, religious creeds, ideals, customs 
2. Such conscious or semi-conscious methods as government, 
law, propaganda, education, etc., with many subdivisions 
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3. Such scientific and semi-scientific methods as psychological, 
social, biological, anthropological, and other research 


A DISCUSSION OF THE OUTLINE’ 


Organized social life may be viewed as a continuous process of 

adaptation involving the performance of the functions of: 
I. Production, which may be considered as involving the inter- 
dependent sub-functions of: 
1. Conversion, carried on in modern society by such methods as: 
a) Specialization 
(1) Within single economic units 

Here the student can be shown the significance in conversion 
and thus to the whole economic structure of such phenomena as 
division of labor in the factory and office, and specialization of 
capital and management. Some of the advantages, disadvantages, 
and general and specific effects which are usually indicated in such 
discussions can be pointed out if desired. It would be well to make 
very clear that specialization is a method used in governmental or 
co-operatively operated units quite as freely as in private business 
units. In other words, specialization is a method of conversion 
that may be used with a variety of other methods perhaps as well as 
with private enterprise. 

(2) Of localities 

International trade, in fact, trade between any localities viewed 
as a form of specialization is readily seen from this viewpoint as a 
method which society uses in converting its resources into want- 
satisfying goods. The significance to society, therefore, and the 
functional position of all the detailed phenomena connected with 
trade become discernible. In this section one may, once this point 

* It will undoubtedly seem to some that any such introduction to social data as is 


here suggested should include a study of “consumption.” There is much to be said 
for such inclusion and its omission from this paper is not founded on the idea that 
“consumption” is not an extremely valuable “function”? under which to correlate 
many activities as methods. It would probably lend itself well to treatment very 
similar to that given the functions used. Can we not, for example, usefully consider 
consumption as carried on by such methods as sustaining life, child bearing and rearing, 
worship, leisure, recreation, display, etc.? Consumption can be thought of as “deter- 
mined” by such methods as literal physical need, fashion, ‘invidious comparison,” 
“emulation,” etc. 
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is clear, go as far as he pleases in working out the various circum- 
stances under which specialization of localities proves to be a 
desirable method, and as far as he cares to go in examining the 
material which is usually given in courses in marketing and foreign 
trade. In any case, the social significance of that material will 
be indicated. 

(3) Of economic units 

Each economic unit, whether a bank, a bourse, a legislature, a 
warehouse, or a retail shop, is a specialist. This view of specializa- 
tion of economic units, viewed as a social method, furnishes an 
excellent scheme for studying our middlemen, organized markets, 
efforts at standardizing commodities, bureaus of inspection, govern- 
ment inarketing of goods, patent offices, and showing how these 
function in the great social task of converting resources into want- 
satisfying goods. Detailed study of marketing may be pressed as 
far as time and desire permit. Once this view is taken, however, 
all the activities concerned with marketing relate themselves 
directly to this form of specialization as a social method of carrying 
on conversion. 

The study of specialization offers frequent opportunities to 
point out the social problems intimately related to, if not flowing 
from, specialization as a method of conversion. Interdependence 
in its many phases, the impersonality of modern relationships, 
the risk elements introduced, and the unique, co-operative character 
of all those participating in specialized conversion can be well 
indicated at the conclusion of this part of the work. 

A momentary digression seems desirable here to touch on a 
more fundamental matter. To treat distinct economic units as 
only a phase of specialization is not in accord with a practice that 
has been very common. There has been a practice of dealing with 
the phenomena of buying and selling between business units under 
the heading of “value,” “exchange,” or “value and exchange.’” 
And to a very considerable extent at least this “valuing” and 
“exchanging” has been thought of as the valuing and exchanging 


> 6 


* Mill, Principles of Political Economy, Book III; Gide, Political Economy, Book II, 
chap. iii; Seager, Principles of Economics, chap. vii; Ely, Outlines of Economics, 
Part II; Taussig, Principles of Economics, Book II. 
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of commodities. In some instances, at least, the thought has 
been of commodities which have been produced. A clear illus- 
tration is found in Gide 

Exchange fills a huge place in social life. Sufficient proof of that rests in 
the fact that nearly the whole of wealth which is produced is only produced 
for the purpose of being exchanged. Take the corn in the granaries, the wine 
in the cellars of land proprietors, the clothing in the tailoring rooms, the shoes 
at the bootmaker’s, the jewels at the goldsmith’s, the bread at the baker’s— 
and ask, What part of all this wealth is destined by the producer for his own 
consumption? Very little or none at all. It is only merchandise, or, as the 
name tells, objects intended for sale. 


A similar statement is found in Taussig :? 


The division of labor brings in its train the exchange of goods between those 
who undertake the separated acts of production. Exchange in turn brings the 
phenomena of value, money, and prices. 


” 


That it is more or less “finished’’ commodities that are com- 
monly in the mind of the economic writer when discussing the 
subject of ‘“value”’ or ““exchange”’ is a fair inference in many cases 
where the fact is not bluntly stated. It is the marketing, the price 
fixing, of commodities or services which are well advanced toward 
complete production that are considered. There is no discussion 
of wages under exchange nor the implication that wages could be 
treated there. Yet a wage is the price for which a majority of the 
co-operators exchange their contributions to production. The 
discussion of interest and rent also are reserved for discussion in 
other connections. Why? Are not these, including wages, 
merely the “exchange values’”’ of the specialized contributions 
made by certain of the co-operators ? 

To deal with the matter of exchange as it has commonly been 
dealt with, as the exchanging and valuation of produced commodi- 
ties, was probably quite justifiable when Adam Smith wrote* 

When the division of labour has been once thoroughly established, it is 
but a very small part of a man’s wants which the produce of his own labour 
can supply. He supplies the far greater part of them by exchanging that 
surplus part of the produce of his own labour, which is over and above his 


* Political Economy, p. 169. 2 Principles of Economics, I, 113. 
3 Wealth of Nations, Book I, chap. iv, p. 10 (McCulloch’s edition). 
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own consumption, for such parts of the produce of other men’s labour as he has 
occasion for. Every man thus lives by exchanging, or becomes, in some meas- 
ure, a merchant; and the society itself grows to be what is properly a com- 
mercial society One man, we shall suppose, has more of a certain 
commodity than he himself has occasion for, while another has less. The 
former, consequently, would be glad to dispose of and the latter to purchase, a 
part of this superfluity The butcher has more meat in his shop than 
he himself can consume, and the brewer and the baker would each of them be 
willing to purchase a part of it. 


In Smith’s day ‘‘exchange”’ was more largely than now a matter 
of exchanging completed commodities. It was then more accurate, 
perhaps, to think of a man producing a commodity and, having 
supplied his own need, offering the balance for exchange. But 
where now (save in some instances of produce growers and a few 
small manufactories) is such a case to be found? The heel slugger 
of the shoe factory slugs no heels for himself. The wheat grower 
of Minnesota uses no more of his own wheat than the Texas cotton 
grower does of his own cotton. 

But of still more pertinence is the query, Who now produces 
anything in complete form?! To see the type of analysis now 


needed it is necessary to note what is involved in modern exchange. 
In modern society interchange or exchange takes place by contribu- 


’ 


tions of ‘‘divisions’”’ of privately owned rights. Some of these 
are in the form of labor. Some are other rights. When labor is 
contributed, as when other rights are, it is highly specialized. The 
factory hand is exchanging when he works at the drill press in 
exactly the same way that the clerk in the retail store and the 
brakeman on the railroad are exchanging when at their special- 
ized jobs. If this view is sound, it is misleading to emphasize the 
marketing process as the machinery of exchange. If we emphasize 
the idea that such exchange of specialists as exists now is effected 
by market structure in the commercial sense of the word, do we not 
imply that marketing agencies are something different from speciali- 
zation in part of the process of production? Marketing is, of 


* The economist, of course, has always recognized the truer meaning of “‘pro- 
duction”? when he included the creation of “place,” ‘‘time,” and “possession” utilities 
in his definition of that term. By the time the discussion of exchange was reached, 
this definition appears frequently to have been neglected. 
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course, part of production, and here we find specialists exactly 
as in the factory—specialists within business units, and specializa- 
tion of business units (series). 

Is not the specialized work of the marketing agent, the salesman, 
the ticket agent, or the grocery clerk of a co-operative character, 
in the social sense, quite as much as that of the specialized factory 
worker; and is it not made co-operative or exchanged quite as 
much by means of the factory, as the work of the factory employee 
is made co-operative by the marketing machinery ? 

In other words, in present-day society we have specialization 
which necessarily involves co-operation, but the organization of 
that specialization is not to be explained by describing what we 
ordinarily call marketing, and the emphasis upon marketing 
machinery as playing an especially large part in this is misleading. 

To describe such interchange of highly specialized co-operators 
no discussion of selling finished or partly finished goods will suffice. 
To describe it involves an examination of the entire organization 
of production. To separate it from that discussion serves, it 
appears, no useful purpose. When modern specialized production 
has been described, exchange has been described. There is no 
structure of exchange except the structures of production. Pro- 
duction is not complete until exchange has taken place. 

b) Capital conversion or capital industry 

By this term is not meant the conversion of capital, but capital 
as a method of conversion. Capital viewed as a method of con- 
version—and it undoubtedly is a method used by modern society 
will necessarily bring up for examination all of those phenomena 
which have been so well treated under the discussion of “‘machine 
industry’ in many treatises." The historical changes by which 
society took on this method of conversion, its meaning, pervasive- 
ness, and productivity are naturally appropriate matters for 
discussion, while results in such directions as effects on the worker, 
overhead costs, the rise of trusts, new elements of risks, impersonal- 
ity, and new demands on social control cannot be overlooked. The 
point of view most to be emphasized, of course, is capital as a 


* The use of capital is"so extensive in forms other than the machine that there 
seems to be much reason for the use of this general term, 
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method. The student then sees readily that no society can hope 
wholly to avoid the problems of capital, if the capital method is used. 
c) Concentration of economic units 

Concentration in economic units, meaning economic units both 
large scale and integrated, is a social method. Treatment of 
this method as a means used by society for conversion brings into 
view in their functional aspect all of those economic phenomena 
which are usually discussed under large-scale industry and inte- 
gration. The method can be seen in proper interdependence with 
its benefits and the problems it brings. But the student must not 
be left with the notion that it is in private business enterprise only 
that society uses this method. Our co-operative undertakings 
display it quite as fully. Our government itself is an excellent 
example. Our Departments of State, of War, of the Navy, and of 
Agriculture illustrate our use of this method quite as well as the 
packers, the steel trust, and the chain store. 

d) Individual enterprise and associated enterprise’ 

The method which modern societies use prevailingly to organize 
their efforts for conversion is to allow the individual to use his 
initiative. This is clearly a method of organizing conversion. 
(It has other functions also, of course.) Other methods of organiza- 
tion are possible, however, and are really used to such an extent that 
it is probably an error to stress too heavily the idea that ours is a 
society in which private enterprise is the only means of organization 
worth considering. The range of work done by governmental 
agencies gives denial. The increase of governmental activities is 
rapid. Moreover, few opportunities will be found better to describe 
two great social methods operating side by side, one apparently 
gaining on the other in the extent of its operations. The amount 
of conversion organization carried on by associations of lesser 
significance than the government is also worth considering. The 
view of individual enterprise as one social method makes possible 
a vivid discussion of conversion organized by other methods, as in 
communistic, socialistic, and customary groups. It presents an 
excellent opportunity to bring out certain phases, at least, of the 


*These methods could as well, perhaps better, be considered under apportion- 
ment. To the writer there seems little choice. 
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social significance of private property and its relation to the method 
of private enterprise. 

To summarize, this approach to the productiog function brings 
certain advantages in analysis and for teaching. Throughout the 
discussion of conversion, for example, and the various methods 
which society uses to accomplish it, constant use may be made, 
when this point of view is kept, of contrasts between the actual 
methods and other possible methods. Specialization becomes 
vivid as a method of production if it is contrasted with the methods 
used by Indian tribes. Capital conversion, in the same way, takes 
on significant meaning if contrasted with the methods of the primi- 
tive group, of the medieval craftsmen, or of the tribesmen of 
Israel. Furthermore, the student may be brought to see vividly 
that the so-called problems are closely related to these tremendous 
social methods which are in use. More specifically, concentration 
of economic units viewed as a method of production throws light 
on the trust problem, on increasing centralization of government, on 
the methods of social control which are becoming more common, 
and on the question of autocracy and democracy, both in business 
and in politics. Individual enterprise viewed as a method rouses 
the student to note that socialism and other proposals for reform 
are in themselves mere methods, not finalities. The student may 
see that the adoption of any new methods would not do away with 
the necessity for other methods which society is using and conse- 
quently could not wholly eliminate the problems which come from 
these other methods. Perhaps the student will see, too, that 
certain of the methods which are in use could not be shaken off, 
even if we knew the technique of ridding ourselves of them, without 
consequences perhaps fatal to social organization. 

2. Apportionment, carried on by 

a) Individual self-interest 
b) General interest 

How does society determine the uses to which its resources 
should be put, within the field that is considered legitimate at any 
one time? What amount of its resources should go back into 
re-creation of resources? In an army unit, let us say, we move a 
man from the rear to the first-line trenches by means of an order; 
we send guns and ammunition with him by the same authority; 
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we convert a cavalry regiment into infantry; we send one party 
on a scouting trip in airplanes and another to fight a rear-guard 
action by the same method. This is apportionment of resources 
by authority. In modern society it is clear that this is not the 
method more ordinarily used. Resources are apportioned (this 
assumes private ownership)’ by the self-interest lure. Resources 
tend to go in the direction of greatest profit to their owners. This 
is true whether the resources are land, labor, capital, or acquired 
knowledge and institutions. The method is not apportionment 
by authority; it is individual self-interest apportionment. As sub- 
divisions of such a viewpoint the social function of accurate pecuni- 
ary units involving government coinage and control of money 
becomes clear. The function of accounting and the need for calcula- 
tion systems become equally obvious. 

This view of the way in which our resources are apportioned 
shows the student the fact, too little realized from a perusal of the 
typical treatise, that our productive effort is directed most com- 
monly not to satisfying society’s wants but to satisfying the 
wants of those who dave. Pecuniary demand may be anything but 
social wants or needs. It may be “organized wrong.’” 

Nevertheless the assumption of individual self-interest appor- 
tionment is not the whole truth. Governmental budgets are not 
made to produce profits. The law, the courts, national armies 
and city police, the public schools, and a score of other forms of 
organized production give supposedly equal service to those with 
and those without purchasing power. In so far as these forms 
of production are created from privately owned social resources, 
the pecuniary paraphernalia are in part usually employed. Fre- 
quently they are of little service as compared with other methods. 
Men, for example, do not face flame projectors for thirty dollars a 
month. But in these forms of social-enterprise production where 
the pecuniary method is used to carry through the process the 
instigation is not profits but a conception of need. It is not 
individual self-interest but general-interest apportionment. 


* This point is an excellent one at which to indicate the pervasiveness of the 
institution of private property. 

?See Cooley, “Political Economy and Social Process,’ Journal of Political 
Economy, XXVI, 360. 
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The view of the extent to which the self-interest method of 
apportionment operates can well be used, too, to make clear to 
the student that where that method is in vogue society does not 
organize its apportionment for the distribution (in the usual eco- 
nomic sense of the term) of consumption goods. When goods are 
converted, or produced in the economic sense, distribution in the 
economic sense is already largely accomplished. The loaf is not 
produced until it is applied to my want rather than to my neigh- 
bor’s because I have a dime and he has none. There is in modern 
society, in so far as self-interest apportionment is employed, no such 
function as distribution in any basic sense. It is merely a method of 
organizing conversion." 

(1) Pecuniary paraphernalia 

The great amount of pecuniary paraphernalia which society has 
devised is of immense use in apportioning our resources. Among 
this paraphernalia, the pecuniary unit and a standard of value 
stand out as strikingly important. Coinage and the various 
types of instruments which represent purchasing power all have, 
however, their obvious uses. This pecuniary paraphernalia serves 
a double purpose in self-interest apportionment. The individual 
business manager is told in pecuniary terms the direction in which 
society wishes to have resources apportioned. He then uses 
pecuniary paraphernalia in securing the use of resources. Where 
apportionment is made in the general interest, as by the govern- 
mental or other social groups, guidance is not given by pecuniary 
demand, although the pecuniary paraphernalia is used to secure 
control of social resources. 

(2) Business organization as a method of apportion- 
ment 

Business organizations, public or private, may be viewed as 
techniques used in both self-interest and general-interest appor- 
tionment of resources to various productive uses. Businesses may, 
of course, be organized to apportion resources to consumers’ goods 

*In the foregoing discussion the term “distribution”’ is used in the conventional 
economic sense of the division of the social dividend into rent, wages, interest, and 
profits. Distribution in another sense might well be treated as a basic function. 
Such a discussion would deal with the control of the distribution of wealth which is 


implicit in the existing organization of property rights, inheritance, taxation, charity, 
public works, etc. 























A FUNCTIONAL APPROACH TO SOCIAL-ECONOMIC DATA 557 


or to the maintenance or increase of society’s supply of any of its 
productive goods. Business organization, viewed as a method 
of apportioning social resources, indicates that partnerships, 
corporations, amalgamations, and trusts are means of increasing 
control over the amount of resources which are apportioned in any 
desired direction. Interlocking directorates, ‘‘dinner parties,”’ 
and other informal means of control can also be seen as types of 
business organization for increasing control over society’s resources 
to the end that they may be apportioned as the organizers desire. 
The interdependence of our types of business organization with 
self-interest apportionment, with private property, and with 
individual enterprise is easy to show. So also the interdependence 
of the problems centering around these institutions. There is no 
reason, however, for failing to show the fact that social-enterprise 
forms of organization are an alternative method. The United 
States Grain Corporation and Shipping Board could buy and sell 
as well as the Standard Oil Company. 

(3) Financial institutions as techniques 

Once the idea of self-interest apportionment is clear and the 
fact that it is business organizations which hold the strategic points 
in apportioning society’s resources, the real social usefulness of 
such techniques as banking and other financial operations becomes 
apparent. Social resources, privately owned, can be drawn into 
use by the financial lure. The organizer, public or private, under- 
takes to furnish the attraction. Private financial institutions 
are important among those which men have found it profitable to 
use to aid them in securing pecuniary power. From this point of 
view the operations of the savings bank, the insurance company, 
the bond house, the commercial bank, the underwriter, and the 
stock exchange, all appear as interdependent techniques useful in a 
society which uses so extensively the self-interest method of appor- 
tioning its resources. ‘Taxation is seen as a corresponding financial 
technique, of chief use in general-interest apportionment. 

(4) Market news as a technique of self-interest appor- 
tionment and some governmental apportionment 
techniques 

Before and after a private business organization commits itself 
to apportioning resources to some particular end it is concerned 
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with the social demand for the commodities. This demand 
may, of course, be a demand for producers’ goods or consumers’ 
goods. Society is demanding (in the economic sense) that resources 
be apportioned to certain ends. The techniques which we use in 
our self-interest apportionment to indicate to private business 
organizations the profitable activities to which to apportion 
resources may well be classed as the techniques of market news. 
From this point of view, all the agencies of demand interpretation 
take on a new social significance. The student sees in a related 
social aspect such agencies as the board of trade, government crop 
reports, consular service, commercial agencies, statistical and 
research companies, and private-research experiments, which 
function in showing private business organizers the direction in 
which society is demanding that its resources shall be apportioned. 
Nor must we forget that market news gathers information about 
society’s wishes for increases in social resources—new capital and 
the like—as well as of society’s wishes for consumers’ goods. 
Government has its own scheme of techniques fer effecting general- 
interest apportionment. These are far less well developed than 
those of private enterprise. Appropriation committees, the 
“pork barrel,” logrolling, and budgetary practices should be 

included. 
(5) Scientific internal business organization as a method 

of apportionment 

One of the means by which modern society attempts to appor- 
tion its resources to productive uses is by ‘“‘scientifically’’ organ- 
izing the proportions in which the factors are joined. The law 
of diminishing returns, as it finds application in business, leads 
to an attempt to combine resources in the most effective combina- 
tions.' Not only can the law of diminishing returns be shown in 
its functional aspects, but the student can be brought to see that the 
social significance of scientific management with its time and 
motion study, choice of the right man, grading of workers, plans of 
payment, as well as different types of management such as line and 
staff, are all methods which may bring about a more effective use 
* The most effective combination in private business means, of course, the most 


effective from the pecuniary viewpoint. In a world in which we use self-interest 
apportionment so extensively it is natural that this should be the test. 
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of society’s resources in satisfying society’s wants.‘ Accounting as 
a means of directing many of these methods comes to be seen as an 
instrument of vast social importance. The interdependence of our 
social methods and techniques can scarcely be better illustrated 
than here where the interrelation is seen between private property, 
society’s wants, and the half-score of sciences involved in “intensive 
organization.” 

3. Reducing risks and wastes of social assets 

a) Risks and wastes of physical resources 

Enough has been said in explaining the meaning of this phase 
of production in the outline to make a very limited discussion 
sufficient in this place. A student can be brought to see the peculiar 
nature of this problem of risks and wastes of physical resources, 
involving the constant conflict between immediate and _ long- 
distance points of view and the constant conflict between our social 
ideals of the perpetuity of society and our method of self-interest 
apportionment. The specific wastes, even pecuniary wastes, 
which are due to a lack of general knowledge of good methods of 
mining, farming, forestry, and the like may be indicated, and the 
manifold agencies, such as research agricultural schools, engineering 
schools, governmental aid, and propaganda, which society is em- 
ploying to check these wastes, can be seen in the light of their 
work for society. Here, too, we may see private property as a 
great method, at times of waste and again of conservation. Public 
control can be shown in the same light. More than this, a basis 
can be laid for a really intelligent valuation of such projects as 
irrigation and reclamation in which our double standard of effi- 
ciency is involved. 

b) Reducing risks and wastes of capital 

The question of when we are risking or wasting capital, from a 
social standpoint, brings with it a question of our standard similar 
to the double standard in connection with physical resources. The 
functional method of approach makes it clear that, for the most 
part, we rely on private interest, interdependent with private 


* Always remembering that “‘society’s wants,” in the field in which apportionment 
operates, means most commonly the interpretation given by market news in pecuniary 
terms, 
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property rights, as a method to conserve society’s resources of 
capital. A long series of such devices as insurance, speculative 
contracts, and various types of physical protections which aid 
in conserving capital can be seen in their relation to society’s 
work. Perhaps even more important is the way in which there 
can be brought into understanding the whole question of when it 
pays to change. Advertising, integration, and conservatism are 
all to a considerable degree stimulated by the desire to reduce risk. 
All of these prove to be methods which conserve the quantity of 
capital which society possesses. Innovators of every sort, the 
promoter, the organizer of new schemes and methods, are con- 
stantly attempting to induce society to create new capital’ which 
will throw old capital into the scrap heap. Often these proposals 
involve merely additions, but frequently they propose a change in 
quality of capital. Such a view gives the student some basis for 
judging new projects from a social standpoint. He can see some- 
thing of the real social significance in such social methods as the 
Capital Issues Committee and the “blue sky laws.”’ 
c) Risks and wastes of human resources 

To use its resources of labor to the best advantage in conversion, 
society must be constantly on the watch against inefficiency, 
unemployment, and losses in numbers.?. The social significance 
of unemployment, of diseases, of accident, of illiteracy, of vocational 
misfit, of voluntary idleness, can be brought into the light of some- 
thing more illuminating than sentimentality or employers’ profits. 
The methods which society uses to do away with these losses— 
such methods as labor exchanges, public-health agencies, “safety 
first’? movements, general education, and vocational guidance— 
can be studied as social methods. The way in which private 
enterprise and private property in goods and in labor function to 
keep human resources at a maximum of efficiency and of employ- 
ment and the limitations of these methods can be examined in a 
way which suggests something of rational procedure for social 
regulation. 

* Sometimes, of course, new institutions or organizations with it. 

2 Provided, of course, that the point of diminishing returns has not been passed 
and that the maximum number of living cells is not the social goal. 
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d) Risks and wastes of acquired knowledge and institutions 

Not least among society’s resources are the measure of stability 
and coherence it has effected, the methods it employs in carrying on 
its tasks, and the co-ordination which it has secured in the use of 
these various methods. Supplemental to this are useful lore and 
techniques—language, the proprieties, writing, engineering, kind- 
ness, bricklaying, civility, freedom, and innumerable others which 
society has acquired. ‘To conserve what we have of these, perhaps 
especially to conserve our ability to use them fairly well in combina- 
tion, is among the most important of social interests. Perhaps 
the danger of loss of these resources becomes most apparent when 
we view the social upsetting of such a nation as Russia. Other 
Russian resources immediately following the revolution were no 
less than they have been immediately before, but Russia appeared 
to “lose the combination.” The effect upon the total social 
resources of Russia, if reports are to be credited, was serious. 

From this viewpoint it is not overly difficult for the student to 
see the functional significance of conservative, liberal, and radical 
attitudes in our society and of agencies which threaten or support 
freedom, liberality, and justice. From such a viewpoint we see 
more clearly what Ross means in saying that the real crimes in 
modern life are those that endanger the “freedom of the press,”’ 
“manhood suffrage,” ‘“‘the law-abiding spirit,’ “the free public 
schools,” “representative gove nment,” or some other “pillar 
upholding our civilization.” 

II. Determination 

Why do we do as we do? The answer to this question is a 
discussion of the social function of determination. This is a 
function the discussion of which the economist has left largely 
and perhaps wisely to the social psychologist and sociologist. 

Obviously there are vastly too many matters to be considered 
in studying determination for any single course or sequence of 
courses in one group to do more than suggest the most meager 
outline of what is involved. We do do, however, and no survey 
of social activities could bear a semblance to adequacy which did 
not raise the question of why. Why do the particular methods 
operate which do operate in performing the functions under 
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discussion ? Toward what ends, if any, does the social process pro- 
ceed? If society does work toward ends which in some fashion it 
determines, how are these ends determined? If toward no ends, 
what are the standards by which social action may be judged ? 
What are the controls which cause social structure to change to 
the extent that it changes, and to remain the same to the extent that 
it does so? Why and how is a certain field marked out as a legiti- 
mate one in which production may operate, while the creation of 


certain want-satisfying goods and services is opposed by strong 
social agencies? Why is the pecuniary method given almost com- 
plete sway in certain fields, while governmental and quasi-public 


guidance dominate other fields ? 

He who would effect social changes, small or great, must know 
the tools. The same is true for him who would conserve existing 
social structure. The treatment of social determination as a 
function makes clear the fact that there are deep-lying methods 
by means of which social determination is effected. Creeds, 
political faiths, moral codes, customs, religions, ideals, traditions, 
clan and caste systems, taboos, laws, and beliefs are all among the 
methods. The function of psychology and biology, of social studies 
such as economics, sociology, and anthropology as promising pos- 
sible techniques of conscious control becomes apparent. 

That all the deep-lying methods can be influenced by conscious 
effort is attested by proselyting, advertising, missionaries, the 
lobby, and multitudinous other forms of propaganda and educa- 
tion. While the social-science departments of great universities 
may hesitate to introduce courses in the technique of the lobby, 
boss politics, or social propaganda, their more spirited colleagues, 
the divinity schools and schools ef commerce, have embarked 
unhesitatingly upon the teaching of all forms of technique that 
will modify to their users’ ends the methods of social determination. 
Courses in homiletics and in advertising have much in common. 

As more detailed techniques one sees the countless factors that 
exert influence. The short story and the novel are obvious but no 
more important than the textbook, the hymn, the ballad, and the 
“jazz.” The warning of the conservative and the harangue of 
the radical demagogue each plays a part. All alike affect the 
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deeper-lying attitudes which may be sensibly viewed as the methods 
by which social process is determined." 

There is no attempt in these brief paragraphs to do more than 
suggest that some of these highly interdependent factors may 
wisely be viewed as means of creating others. The functional 
view of determination, however, makes it clear that some of the 
factors in the complex are deep-lying and continuously significant; 
others are ephemeral and are significant only as they modify 
the more basic mechanisms. The interdependence and interaction 
is perplexing almost to bewilderment. 

Important among the factors which influence social determina- 
tion are the methods which are used in carrying on the various 
phases of production. Who can reckon the effects upon every 
part of our social structure of the use of capital as a productive 
method ?? The same question may be asked with equal pertinence 
regarding specialization, pecuniary apportionment, and private 
enterprise. ‘‘How we do things” at any time reacts profoundly 
upon the controls which determine how we will do them next. 

Change is perhaps as likely to be degenerative as progressive. 
The functional method of approach proposed promises something 
in the way of clearer standards for social guidance and better 
methods of valuation. The first promise is in the fact that it 
furnishes a way to get before one a specific piece of social machinery 
in terms of what it does. By seeing that it does anything in 
carrying on one of the basic functions we may decide that it has 
value. But the functional approach to economic-social process 
promises better than this. By proposing the consideration of social 
process as the performance of a few basic functions we may rate 
various methods according as they perform those functions. We 
may secure a comparison of values. This, it would appear, is 

* Walter Lippmann suggests a part which the universities might play: ‘Were 
they in close contact with the current record and analysis, there might well be a 
genuine ‘field work’ in political science for the students; and there could be no 
better directing idea for their advanced researches than the formulation of the 


intellectual methods by which the experience of government could be brought to 
usable control.”’—Liberty and the News, p. 95. 


2In this connection Samuel Butler’s Erewhon, especially ‘‘The Book of the 
Machines,” is highly interesting. 
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close to the essence of social science: to secure a method of valua- 
tion for social methods. Without such a method all thought of 
even semi-intelligent control of social evolution is futile. The 
functional approach promises something as such a technique. 


CONCLUSION 


The method of the functional approach is to outline social- 
economic processes in terms of a few “basic’”’ functions and to 
organize social data as methods of performing these functions. 

The function of the functional approach is to furnish a tech- 
nique which may help: (1) to show the organic significance of social 
mechanisms; (2) to give a sense of relativity and perspective to 
social phenomena; (3) to furnish a technique for valuation of 
social methods. 

LEVERETT S. LYON 

UNIVERSITY OF CHICAGO 





THE FEDERAL RESERVE BANKS’ SYSTEM OF PAR 
COLLECTIONS 


The par collection system of the Federal Reserve banks is 
under fire. The par list now includes about go per cent of all the 
banks in the country, but the opponents of the plan, chiefly state 
bankers, have organized for a concerted effort to protect the 
profits which they have been accustomed to receiving from exchange 
charges. They have resorted to the courts and have appealed to 
state and federal legislatures for protection. Because of the sharp- 
ness of the controversy and its possible significance for the future 
of the Federal Reserve System, a presentation of the main points 
at issue should be of service at this time. 


I. COLLECTIONS BEFORE THE FEDERAL RESERVE SYSTEM 


The defects in the former clearing or collection of out-of-town 


checks, which gave rise to the establishment of the Federal Reserve 
System of check collection, are too well known to call for extended 
discussion. Prominent among these evils were excessive exchange 
charges, circuitous routing of checks, carrying of balances with 
collecting banks solely to obtain par territory, giving immediate 
credit for out-of-town checks, and heavy shipments of currency 
from one section of the country to another. 

Excessive exchange charges are in part a survival of the stage- 
coach days. When the early settler went westward to purchase 
land, a New York draft was the safest and most convenient means 
of carrying funds. The land office, however, accepted only specie 
in payment for land. The pioneer banker charged roundly for the 
service of converting these drafts into coin. Undoubtedly he was 
warranted in doing so under the conditions then existing. Accord- 
ing to estimates later made by Comptroller Knox, the average 
cost of southern and western exchange upon New York in 1859 
“was not less than from 1 to 13 per cent.” In 1890 Comptroller 
Lacey found that the rates charged by banks in all states varied 
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from one to twenty-one cents per $100, the average being 83 cents, 
equal to about one-twelfth of 1 per cent." The higher rates were 
charged by banks in the West and South. By the time the Federal 
Reserve banks were established, many banks were making no 
charge for exchange and in most cases rates did not exceed from 
one-eighth to one-tenth of 1 per cent. 

Thirty years ago the practice of making out-of-town remittances 
by draft instead uf personal check was almost universal. Checks 
are more convenient, however, for the drawer and furnish him 
with a receipt for payment on his own paper. Checks were at 
first refused, but competition among jobbers forced their general 
acceptance, even when exchange was deducted. From the stand- 
point of the country bank the advantage of a check lies in the fact 
that during the time the check is in transit the bank has the use 
of that additional amount in its deposit accounts. On the other 
hand, the use of checks has enabled the country merchant to shift 
exchange charges, when collected, upon the city merchant or 
banker. Perhaps in many cases the country depositor is not 
aware that his checks are not paid at par by his bank. Sometimes 
the exchange charges have been absorbed by collecting banks and 
sometimes by the wholesalers and manufacturers. 

The principal cause of excessive exchange charges has been the 
wastefulness of the independent system of collections. In most 
cases there has been no attempt at “hold-up” methods. Country 
clearing has simply not been handled in the most expeditious 
manner. ‘Three-quarters of a century ago, even in New York City, 
city banks sent messengers to settle with other banks individually. 
Country clearing is still largely carried on in a similarly inefficient 
manner. ‘To illustrate, a small bank at Clayton, just outside of 
St. Louis, received in one day twelve letters from St. Louis banks 
inclosing checks. Remittance was made to each of twelve banks 
by draft on its St. Louis correspondent.2 Twenty-four letters 
were written and postage paid on the same, whereas a central 
agency could have handled all of this business with one letter 
each way. 

* Report of the Comptroller of the Currency, 1890, pp. 14-22. 
? Hallock, Clearing Out-of-Town Checks, p. 14. 
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In order to avoid the burden of excessive exchange charges, 
two practices developed which considerably increased the delay 
and waste in the system. In the first place, checks were sent in a 
roundabout manner in order to find a possible route open without 
exchange charges. This method of avoiding exchange charges was 
made possible by the reciprocal arrangement between correspond- 
ent banks to pay checks at par for one another. Cannon describes 
the journey of a country check drawn in Sag Harbor, New York, 
and paid to a Hoboken, New Jersey, firm. This check traveled 
eleven days, w2s put through ten banks, and covered approxi- 
mately 1,500 miles in order to go the 100 miles between Hoboken 
and Sag Harbor.’ This was an unusual case, but the practice of 
circuitous routing was not at all unusual. A second practice 
of bankers and business firms, engaged in solely to avoid exchange 
charges, was the carrying of balances with distant banks which in 
return rendered free collection services. This was especially the 
case where city clearing-houses prescribed uniform charges for 
collecting country checks. An illustration of the effects of this 
practice may be found in a case where a Chicago mail-order house 
maintained a balance with a bank in western Pennsylvania. 
Instead of using this bank solely to collect items in its territory, 
however, the Chicago firm actually sent many Illinois items to it 
for collection. 

The practice of many commercial banks in the past has been 
to credit the reserve account of its correspondent bank and itself 
carry the “float.” It has long been recognized that the chief 
defense of the plan was its convenience. A country bank in this 
way knew how its reserve account stood. No checks were charged 
until the country bank remitted, and checks sent to the city cor- 
respondent were counted as available reserve as soon as put into 
the mail. In this way a fictitious reserve was created. A check 
in the mail for several days might later be returned for want of funds. 
All of this time the various banks that had handled it would count 
as reserve these unavailable funds. A further result of giving 
immediate credit is that banks have been accustomed to allow 
customers the right to draw checks against uncollected funds. 


* Cannon, Clearing Houses, p. 74. 
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In order to eliminate unnecessary labor and expense in the 
clearing of out-of-town checks, various reforms had been worked 
out before 1913. The most successful plan in operation at that 
time was the Boston Country Clearing House. By this system, 
instituted in 1899, Boston was clearing all New England checks.' 
Had this system been general it would not have been necessary 
for the framers of the Federal Reserve Act to include the clearing 
function among the powers of the Federal Reserve banks. It is 
not unlikely that it would sooner or later have been more widely 
adopted. A similar plan was in use in Kansas City and Detroit. 
At a meeting of the reserve city bankers in St. Louis in April, 1913, 
a plan of country clearing was indorsed. This proposed plan was 
submitted to the banks in the fifty reserve cities but it was impos- 
sible to obtain general agreement for the measure. It would have 
been a very slow process to win nation-wide support for the Boston 
plan. For this reason the Federal Reserve Act wisely provided 
the means for setting up a universal system. The Boston, Kan- 
sas City, and Detroit country clearing arrangements were easily 
absorbed into this larger plan.’ 


II. THE FEDERAL RESERVE COLLECTION SYSTEM 

The Federal Reserve Act permitted the Federal Reserve banks 
to exercise the function of collecting checks for member banks. 
Because of the technical problems involved and the probability of 
disturbing established practices it was decided not to put this 
feature of the law into operation when the banks were established 
in 1914.3 Early in 1915 the Federal Reserve Board inaugurated a 
voluntary clearing system in all of the Federal Reserve districts.‘ 
Such a small proportion of the member banks voluntarily affiliated 
themselves with the clearing system, however, that the Board 
decided in April, 1916, to make the system compulsory for all 
member banks.’ By an amendment passed June 21, 1917, non- 

* Hallock, op. cit., pp. 50-112. 

? McKay, Bankers’ Monthly, April, 1920, p. 29. 

3 First Annual Report of the Federal Reserve Board, 1914, pp. 19-20. 

4 Second Annual Report of the Federal Reserve Board, 1915, pp. 14-17. 

5 Regulation J, Series of 1916. Third Report of the Federal Reserve Board, 1916, 

. 109-71. 
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member banks and trust companies were also permitted to become 
clearing members of the system. This enabled any non-member 
bank to use the collection facilities of the Federal Reserve bank by 
maintaining therewith a balance sufficient to offset items in transit 
and agreeing to remit at par for checks forwarded by the Federal 
Reserve bank. At the outset several large non-member banks 
opened clearing accounts, but as most of these institutions have 
since become members of the system the number of non-member 
clearing accounts has never been large." 

The amendment of June, 1917, allowed member and non- 
member banks to make reasonable exchange charges for checks 
presented by other banks but it expressly provided that “no such 
charges shall be made against the Federal Reserve banks.” 
Against this provision, commonly known as the Hardwick amend- 
ment, the exchange-charging member banks made a determined 
fight but they were unable to defeat the measure. All member 
banks were thus compelled to remit at par. In response to the 
Federal Reserve Board’s request for interpretation of this provision, 
the attorney-general ruled that checks on non-member banks mak- 
ing exchange charges could not be collected by the Federal Reserve 
banks. 

All member banks are therefore required to pay, without 
deduction for exchange, checks drawn upon themselves and 
remitted to them through the mails by the Federal Reserve bank. 
The member banks are permitted to settle for such checks by 
acceptable checks or drafts upon other banks, by check upon their 
own reserve account with the Federal Reserve bank, or by the 
shipment of currency at the expense of the Federal Reserve bank. 

Checks drawn upon a member bank cannot be charged against 
its reserve account until sufficient time has elapsed for the returns 
to reach the Federal Reserve banks. In like manner, while the 
credit entry for all checks sent in by member banks is made immedi- 
ately, the proceeds of such checks cannot be counted as part of the 
minimum reserve nor become available to meet checks drawn until 


* Fourth Annual Report of the Federal Reserve Board, 1917, p. 13. 
2 Governor W. P. G. Harding’s report to the Senate, Senate Document No. 184, 
66th Congress, second section, p. 3. 
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actually collected. A time schedule is furnished to each member 
bank which enables it to determine the time at which any items 
sent to the Federal Reserve bank will become available. The time 
schedule has been worked out on the basis of the mail time required 
for items to reach the paying bank plus the mail time required for 
the paying bank to remit to the Federal Reserve bank of its district. 
To illustrate, rules of the New York bank give immediate credit 
for checks on nearly all of the New York banks; one day is required 
for checks on Boston, Philadelphia, and other nearby points; most 
points in the East require two days; and the maximum time is 
eight days for points in the extreme West." 

When the compulsory system was established for member 
banks, the Federal Reserve banks also undertook to collect for 
their members, or clearing members, checks on all non-member 
banks that would agree to remit for the same at par. Member 
banks were furnished with a par list, including at that time about 
15,000 banks, to which from time to time other banks have been 
added. It is chiefly in connection with the extension of this par 
list to include involuntary non-member banks that the present 
controversy has arisen. 

At first the costs of collection, averaging about one and one- 
half cents per item, were assessed upon member banks in propor- 
tion to the extent to which they used the collection facilities. In 
1918 ail service charges were abolished and the Federal Reserve 
banks also assumed the costs of postage, telegrams, insurance, and 
other expenses (between the member banks and Federal Reserve 
banks in connection with check collection, currency shipments, 
exchange transfers, and deposit transactions). Practically the 
same facilities were afforded the clearing member banks. For non- 
member banks on the par list stamped envelopes were inclosed 
with collection letters for return remittances and all expenses 
incident to the shipment of currency made in payment of items 
sent for collection were also assumed by the Federal Reserve banks. 
The argument made by country banks for refusing to remit at par 
because of expense was thereby effectively met.? 

* Circular No. 258 of the Federal Reserve Bank of New York, March 1, 1920. 

? Fifth Annual Report of the Federal Reserve Board, 1918, pp. 75-77- 
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Ill. THE GOLD SETTLEMENT FUND 


In order to make its facilities for the collection of checks nation- 
wide, the Federal Reserve Act authorized the Federal Reserve 
Board, at its discretion, to exercise the functions of a clearing-house 
for the Federal Reserve banks. To carry out this feature of its 
work the Board, in May, 1915, prepared regulations for the estab- 
lishment of what is known as the gold-settlement fund at Washing- 
ton. Since July 1, 1918, district clearings have been made daily by 
special leased wire connecting all of the Federal Reserve banks and | 
their branches. At 10:00 A.M., eastern time, each bank wires th 
settling agent of the Federal Reserve banks, in charge of the books 
of the fund, the amount it has credited to other Federal Reserve 
banks the previous day Transfer of funds from the credit of 
one bank to that of another is effected by means of book entries." 
Through the gold settlement fund, therefore, a member bank can 
transfer money without cost to any point where there is a Federal 
Reserve bank or branch. This automatically eliminates exchange 
charges between Federal Reserve cities.2 By means of the gold- 
settlement fund, checks on banks in the 33 cities having Federal 
Reserve banks or branches are made available the day they reach 
their destination. In this way the time for collection of items on 
these cities is cut in two. 


IV. GROWTH OF THE PAR COLLECTION SYSTEM 


By the end of 1918 the system was well established and the 
volume of transactions had increased enormously. The average 
number of items handled daily during the year 1917 was about 
276,000; for the thirty-day period ending November 15, 1918, the 
daily average was 828,000. This increase in volume of business 
was very satisfactory, but the additions to the number of non- 
member banks on the par list was less gratifying, amounting to 
only 1,985 during the year. The total number of banks on the 
par list at that time was 19,021, out of a total of about 29,000 
commercial banks in the entire country. Although this number 

* Annual Reports of the Federal Reserve Board, 1915, pp. 77; 1917, P- 24; 1918, 
PP- 32-35- 

? McKay, op. cit., April, 1920, p. 56. 
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represented about go per cent of the total banking resources of the 
country, the number of banks whose checks could not be handled 
by the Federal Reserve banks was sufficiently large to make many 
banks hesitate to rely on the Federal Reserve collection system. 

A conference of Federal Reserve agents was therefore held on 
December 7, 1918, at which the conclusion was reached that 
every effort should be made to extend the par list.* During 1919 
and the early months of 1920 this campaign was vigorously pressed 
forward. Representatives of the Federal Reserve banks visited 
the non-par points for the purpose of securing the co-operation of 
the banks. Every effort was made to persuade the banks volun- 
tarily to agree to remit items at par. The results in general were 
very gratifying. During 1919 about 6,000 banks were added to 
the par list. On March 15, 1920, there were 27,494 banks on the 
par list and only 2,274 banks not so included. On April 1, 1920, 
Washington, Oregon, Arizona, and the eight South Atlantic and 
Gulf states east of Texas were the only states in which not all the 
banks were included.? 

In extending their collection facilities it was the policy of the 
Federal Reserve banks, as soon as the number of non-member 
banks in any district not on the par list became small, to under- 
take the collection of all checks drawn on non-member banks of 
the district. The collection of checks on banks unwilling to remit 
directly at par was effected by means of an appropriate agent. 
This agent might be a member bank located in the same city or 
in some cases a non-member bank, an express company, or other 
suitable person or corporation which could present the checks to 
the drawee bank over its counter for payment. As soon as checks 
on all banks in any state could be coilected either by forwarding 
items direct or through agents, the entire state was included in the 
par-point list. On January 21, 1920, there were 43 banks in the 
Minneapolis district collected through agents, 19 in the Chicago 
district, 6 in the New York district, 2 in the Cleveland district, 
and none in the Philadelphia district. ‘The other districts did not 
report their numbers but some of them had little par territory, 

* Fifth Annual Report of the Federal Reserve Board, 1918, pp. 75-77- 

2 Federal Reserve Bulletin, April, 1920, pp. 417-18. 
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while all the banks in the Boston district were included in the par 
list. 

When a Federal Reserve bank decided that its facilities were 
such as to warrant its doing so, all non-par banks in an entire 
state were notified that they were to be placed on the par list and 
that it was optional with them whether the checks would be pre- 
sented at their counter for payment or sent to them direct for 
payment in suitable exchange without deduction for exchange 
charges.‘ The par list has therefore included many banks which 
were remitting directly, besides those collected through agents, 
which were doing so against their will. 


V. THE OPPOSITION TO THE PAR COLLECTION SYSTEM 


In thus extending the par list to include involuntary non- 
member banks, decided opposition has been encountered. Banks 
which have been accustomed to collecting exchange on all checks 
drawn upon their own deposit accounts do not willingly forego 
this element of profit. In some cases the banks resorted to the 
time-worn practice of tendering silver dollars in payment. In 


other cases they placed notations on their checks to protect them- 
selves from the necessity of paying through the agents of the 
Federal Reserve banks.? In cases where this notation appears on 
checks, the Federal Reserve banks have no option but to turn the 
checks back to the member banks which deposited them. The 
inability of the Federal Reserve banks to handle such checks has 
been an inconvenience to the member banks.3 


* Governor W. P. G. Harding’s report to the Senate, Senate Document No. 184, 
66th Congress, second session, pp. 33-34. 

2 Typical examples of check notation are: ‘not payable through the Federal 
Reserve bank, their branches or agents, nor express company or post-office”; “not 
payable through the Federal Reserve bank”; “this check will not be paid through 
express companies, post-offices, or any Federal Reserve bank or its agents.’”’ The 
interested bankers secured an opinion from Counsel Paton of the American Bankers’ 
Association to the effect that checks bearing such notation on them were valid, negoti- 
able instruments. 

3 One of the correspondent banks of an unusually persistent rebel wrote suggest- 
ing that the notation be left off of its checks. The cashier replied that he objected 
to the Federal Reserve bank handling any item drawn on that bank and added, “At 
the present time we are running this bank, and when you start to take charge please 
advise us the day before your arrival.” 
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The stiffest local fight against par collections appears to have 
taken place in Pierce County, Nebraska. The situation there was 
dominated by Wood Cones, president of the Cones State Bank of 
Pierce, who had the support of other bankers connected with both 
member and non-member institutions. In a deposition presented 
as evidence in the Georgia courts, Mr. Cones presented the facts 
concerning the fight from his standpoint. When asked by the 
representative of the Federal Reserve bank to remit at par he 
refused to do so. Checks were then sent to the local express agent 
for collection in cash. Cones offered him silver dollars for the 
checks, which the agent refused to accept owing to the time neces- 
sary to count out the amount. He therefore accepted an Omaha 
draft. Following this, a representative of the Omaha branch of 
the Federal Reserve bank presented certain checks for payment 
but was refused currency without more satisfactory identification. 
Mr. Cones charges that the bank’s representatives threatened him 
in various ways, including an attempt to promote a national bank. 
On one occasion, according to his testimony, they presented checks 
for payment in cash aggregating $31,900, about $13,000 more than 
his legal reserve requirement. Finally, he claims, for several 
weeks an agent of the bank and later a notary public were main- 
tained in Pierce merely to present checks and protest the same 
when payment was refused." 

The officers of the Federal Reserve bank of Kansas City, in 
answering a request from Governor Harding for information con- 
cerning alleged coercive measures, stated that the bankers of 
Pierce had so intimidated the people of the town that unusual 
means were necessary. The express agent refused even to trans- 
mit the currency presented by the bank messenger, and local 
notaries were not available for protesting checks. Under these 
conditions a visit to Pierce by automobile was necessary in order 
to take the funds out of town and to bring in an outside notary. 
The cost of such visits justitied them in accumulating several days’ 
checks for collection at once. Under such circumstances the 
unusual amount claimed by Mr. Cones might easily be correct.’ 

* An Instance in the Superior Court of Fulton County, Georgia. 


2 Governor W. P. G. Harding’s report to the Senate, Senate Document No. 184, 
66th Congress, second session, p. 35. 
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On January 14, 1920, a special meeting of the state bankers of 
Nebraska was held at Omaha to consider the matter of par collec- 
tions, Mr. Cones being one of the speakers. The methods followed 
by the Federal Reserve banks were condemned and resolutions 
passed requesting representatives in Congress to demand an inves- 
tigation of the practices of the Federal Reserve Board. The matter 
was presented in the Senate by Senator Norris of Nebraska, and 
on January 19, 1920,a resolution was passed “instructing the Federal 
Reserve Board to inform the Senate if the Federal Reserve System 
has resorted to coercive measures to compel state banks to join it 
or to submit to regulations made by it.”” 

In response to the Senate resolution, Governor W. P. G. 
Harding sent to the Senate, under date of January 26, 1920, a 
complete statement of the position of the Board.? Attached to 
his report were telegrams from all of the Federal Reserve banks 
explaining the methods used by them in handling collections. 
Only four of the banks—Kansas City, Dallas, Minneapolis, and 
Chicago—reported any instances in which they had accumulated 
checks when collecting through an agent. In no case was this 
done to embarrass the payee bank but solely to save expense in 
collection; this was, moreover, in pursuance of the practice gen- 
erally followed by large commercial banks. On the whole Governor 
Harding’s report is an excellent defense of the system and has 
called forth favorable comment in the financial papers of the 
country. 

The fight against par collections has also been very determined 
in the southeastern states. On March 6, 1920, the Mississippi 
Legislature passed a law making it mandatory on the banks of 
the state to charge exchange on checks, drafts, bills, or other cash 
items when collecting and remitting for the same.’ The law, 
moreover, specifies that the rate charged shall be one-tenth of 
1 per cent and not less than 10 cents on any one transaction. 
Exception is made in the case of checks due to the state of Missis- 
sippi or any of its subdivisions or to the United States, and no 

? Senate Resolution, No. 284, 66th Congress, second session, Congressional Record, 
LIX, 1778. 

2 Senate Document No. 184, 66th Congress, second session. 
3 House Bill No. 561. 
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charge may be made against checks on a bank in the same munici- 
pality, “‘this being the long-established custom.” It is also made 
optional with the bank whether or not exchange will be charged 
on checks or drafts payable to a person in the state. The law 
also prohibits officers of the state from protesting such “cash items,”’ 
when non-payment is solely on account of refusal to pay the 
exchange. ‘The constitutionality of the law is in such grave doubt 
that the lawmakers themselves provided that in case the courts 
hold that the national banks are not required to charge exchange, 
“this act shall still remain in full force and effect as to all other 
banks in the state.” For the protection, however, of state banks 
that must compete with national banks which, for this reason, do 
not charge exchange, it then becomes optional whether such 
charge shall be made by state banks. The law was made effect- 
ive immediately (March 8) after its passage, but the question 
of constitutionality is still (May 20) to be settled by the courts. 
Meantime the Federal Reserve banks have declined to handle 
checks on Mississippi banks which were formerly on the par list." 

In Georgia the banks have resorted to still another method in 
their attempt to nullify the provisions of the Federal Reserve Act 
pertaining to check collection. On January 15, 1920, the Superior 
Court of Fulton County issued a temporary injunction against the 
Federal Reserve bank of Atlanta to restrain the bank from putting 
into operation any methods against the petitioning banks to com- 
pel them to remit checks at par. The state court permitted the 
removal of the case to the federal courts, which decided early in 
April in favor of the Federal Reserve bank.? 

In asking for this injunction the plaintiffs charged at least 
three oppressive and annoying methods of check collection being 
used against them: first, sending a special messenger; second, 
hiring a special agent; third, transmission of checks through the 
local postmaster or through the express companies for collection in 


* Cincinnati Enquirer, March 19, tg20. Circular letter of the Federal Reserve 
Bank of St. Louis, dated March 19, 1920. 

2 United States Investor, March 13, 1920; April 17, 1920, p. 815; Federal Trade 
Information Service, Washington, D.C., XII, No. 9, 562. 
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currency over the counters of the bank on which they are drawn. 
Against the first of these methods it was objected that checks are 
accumulated until a large aggregate amount is on hand. This 
forces the small bank to carry an unnecessary amount of cash in 
its vaults to meet unexpected demands. “In addition to this,” 
complains the petition, “the appearance in a small village or 
town of a stranger and unknown person in an automobile or other 
conveyance and his subsequent withdrawal under the eyes of the 
attendant and curious crowd of country people of large sums of 
currency from the local bank, the same to be carried away in the 
presence, perhaps, of many of the depositors of said bank, is cal- 
culated to, and in all probability would, result in an immediate 
run on said bank that would promptly put it out of business.” 
Against the use of either of the two types of local agencies for 
collection of checks the bankers urged that the expense of the 
Federal Reserve bank was greater than the charges made by the 
banks. The petitioners allege that the Federal Reserve banks 
have adopted these methods to force country banks to remit at 
par in order to compel them to become members of the system. 
Less than 2 per cent of the country banks in Georgia have volun- 
tarily become members, and this small response they hold to be a 
disappointment to the officials of the Atlanta bank. But, they 
say, “there is no warrant in law for perverting the Federal Reserve 
Act into an instrument of autocratic tyranny to compel peti- 
tioners and other banks created by the state of Georgia to sacrifice 
their charter rights and legitimate revenues to fatten the swollen 
profits already piling up in the Federal Reserve bank, which at 
present are about one and three-eighths times as great as their 
aggregate capital stock.” 

In sections where the par collection controversy has been most 
sharp, the state banking officials have been ardent supporters of 
the cause of the state banks.‘ Support has also been secured 
from the State Bank Section of the American Bankers’ Association, 
which, at its convention in St. Louis, September 30—October 2, 1919, 


* Cincinnati Enquirer, February 3, 1920; Federal Trade Information Service, XV, 
No. 30 (May 5, 1920), 334; New Orleans Times, February 2, 1920. 
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went on record against the methods used in order to secure par 
collections." 

In regard to the extent to which “strong-arm’’ methods have 
been used against the banks which have refused to remit at par, 
the testimony of the country bankers and that of the Federal 
Reserve authorities conflict somewhat. Perhaps better feeling 
might have been promoted by a little less zeal on the part of the 
Federal Reserve banks in their efforts to extend the par list. On 
the whole, however, the policy of the Board and of the Federal 
Reserve banks appears to have been to use every effort to induce 
the banks to agree willingly to par remittance. Only when they 
have met obstinate opposition have the representatives of the 
banks exercised their legal right to demand payment in cash. 

In more recent weeks the question of method has become subor- 
dinate and the opposition has now concentrated upon the principles 
of par collection as such. Organized sentiment by the bankers 
opposed to any form of par remittance was definitely crystallized 
by the formation of a national association in New Orleans on 
February 6, 1920. There were a number of national banks repre- 
sented at the meeting. The organization was therefore named 
the National and State Bankers’ Protective Association. The 
meeting was called by D. B. Claiborne, president of the Louisiana 
Bankers’ Association, in order to organize the banks in all of the 
states of the sixth Federal Reserve district to carry on the par 
clearance fight. Invitations were, however, sent to bankers in 
other states, with the result that representatives came from 
several other districts. 

Among the resolutions adopted by the assembly may be found 
certain statements which are in effect a very strong demagogic 
appeal to public opinion in opposition to the Federal Reserve 
System. In some respects, indeed, the framers of the resolutions 
rather overdid the criticism. For instance, they charged that the 
Federal Reserve banks, during the year 1919, made the enormous 
sum of $98,000,000 on a paid-in capital of a little over $87,000,000. 
In bringing forward this charge, no mention was made of the fact 
that the stockholding banks cannot profit beyond a 6 per cent 


* Journal of the American Bankers’ Association, XII, No. 9, 562. 
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cumulative dividend. Again, they asserted without undertaking 
to prove that salaries paid to employees in the Federal Reserve 
banks are out of proportion to the pay for similar work in privately 
owned institutions. The concentration of financial power under 
this system was contrasted with that of “money trust,” which 
concentration the system was expected to cure. 

The resolutions called upon Congress to investigate the general 
policies of the banks, and so to amend the Federal Reserve Act 
as specifically to prohibit Federal Reserve banks from handling 
either for deposit or collection any checks drawn on non-member 
banks unless such non-member maintains a clearing account with 
some Federal Reserve bank. Finally, Congress was requested to 
make further amendments, after investigation, “so that it may 
be no longer possible for an instrument of great good to be used 
as a weapon of oppression.” 

In pursuance of plans made at the meeting, a pamphlet letter, 
containing a copy of the resolutions adopted at New Orleans on 
February 6, the Georgia injunction proceedings, the Mississippi 
law against par clearance, and certain other letters and resolutions, 
was prepared and sent out to all banks in the United States. 
Banks in sympathy with the purpose of the association were 
asked to write or wire their senators and congressmen. 

On February 28, 1920, Representative King of Illinois intro- 
duced a resolution for an investigation of the Federal Reserve 
System in response to the demand by the new bankers’ organiza- 
tion formed at New Orleans.‘ The resolution was referred to the 
Committee on Rules for consideration, and as yet no definite 
action has been taken thereon. 

The association representing the bankers opened a strong lobby 
in Washington early in May to urge that Congress adopt the King 
Resolution.2, To meet this lobby, representatives of the Federal 
Reserve Board also appeared before the House committees to deny 


* House Resolution No. 476, 66th Congress, second session, Congressional Record, 
LIX, 3895. 

2In connection with the general fight against the collection system, at least 
two bills had been introduced into Congress prior to the submission of the King 
Resolution, which, if passed, would nullify all of the achievements of the Federal 
Reserve banks in the establishment of a universal system of par collection of checks 
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the charge of coercive measures and to support the position of the 
Board. Finally, the Federal Reserve Board and the country 
bankers agreed that the Board was to address a letter to the 
House Committee on Banking and Currency suggesting a hearing 
on the merits of the question, at which the Federal Reserve Board, 
member banks, and others supporting the system, as well as those 
opposing it, should be given a full hearing. In accordance with 
this agreement Congress has been asked to grant a full hearing to 
both sides and then to adopt one of two courses: (1) report a bill 
authorizing member and non-member banks to charge exchange on 
all checks sent them by the Federal Reserve banks, the cost of this 
exchange to be charged by the Federal Reserve bank to the banks 
depositing the checks for collection; or (2) report a bill definitely 
establishing the right of the Federal Reserve banks to collect 
checks on any bank without exchange deductions. In case a 
bank refused payment, penalties would be imposed in order to 
insure compliance therewith. 

In either case the provisions of section 13 would be clarified. 

Adoption of the first course would nullify the work thus far done 
by the Board; adoption of the second course would insure universal 
par collections. The issue is now squarely before Congress to 
decide whether the par collection system shall be abolished or the 
Federal Reserve Board shall be given the means for overcoming 
existing obstacles." 
The more drastic of these (House Resolution No. 12,379), introduced by Represen- 
tative Steagall on February 6, 1920, would eliminate entirely the power of the Federal 
Reserve Board over exchange rates charged by member or non-member banks. Banks 
would be permitted to charge all banks, the Federal Reserve banks included, a 
maximum of ten cents per hundred dollars or fraction thereof. The same witnesses 
who appeared before the Rules Committee on May 4 to urge the adoption of the 
King Resolution also appeared before the House Committee on Banking and Cur- 
rency to ask for favorable action on the Steagall bil!. The second bill (House Reso- 
lution No. 12,646), introduced on February 20, 1920, by Representative McFadden, 
would strike from the present act the clause which states that “‘no such charges 
shall be made against the Federal Reserve banks.”” The passage of this bill would 
still leave the power to fix maximum charges with the Federal Reserve Board but 
would permit member or non-member banks to impose their charges on the Federal 
Reserve banks. The great gains made during the past three years in extending the 
par list would be lost and the system placed in the same position as it was before 
the enactment of the Hardwick Amendment. 


* Federal Trade Information Service, XV, No. 31 (May 6, 1920), 246; XV, No. 34 
(May 10, 1920), 265-66. 




















RESERVE BANKS’ SYSTEM OF PAR COLLECTIONS 581 


In making a decision Congress is therefore called upon to settle 
the main issue as to the advantages and disadvantages of a system 
of universal par collections. We shall now analyze the arguments 
advanced by the country bankers in defense of their position and 
show to what extent the federal reserve plan is meeting the former 
defects. 


VI. THE QUESTIONS AT ISSUE 


In defense of their position the exchange charging banks urge, 
first, the extra cost which they claim is involved in the handling of 
checks through the mail. In some instances banks have also urged 
that the ease with which payments can be made by means of 
checks encourages the purchase of goods from mail-order houses 
and other out-of-town concerns.’ In their brief the Georgia banks 
urge that the exchange costs fall on the city wholesale or retail 
merchant who recoups himself out of his profits on the sale. It is 
quite obvious that if exchange were universally charged this 
expense would be included in the selling price of goods and that 
the burden would thus fall on the censumers of the goods. In so 
far as one bank makes such charges and another does not, the 
burden is unfairly distributed to the country as a whole. But, 
when all other arguments fail the bankers, they fall back on the 
statement that these charges have been customary in the past 
and have constituted such a large percentage of their profit that 
without them they could not live. In their petition for an injunc- 
tion against the Federal Reserve Bank of Atlanta the Georgia 
banks maintain “that compensation for said service constitutes 
one of the most important sources of revenue of the country banks 
and the continuation of the right to make such charge is essentially 
important to their continued prosperity.” 

The writer is not familiar with banking conditions in Georgia, 
but considerable experience with small country banks in the 
Mississippi Valley, some of which charged exchange and others 
did not, leads him to believe that the assumption that many of 
these could not live without exchange is unwarranted. On the 


* Federal Trade Information Service, XV, No. 25 (April 29, 1920), 193. 


* Journal of the American Bankers’ Association, XII, No. g (March, 1920), 
498-505. 
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whole the efficiently managed country bank has just as profitable 
and legitimate a field of operation as have the city banks. Their 
expenses are small, their capital requirements are likewise very 
small, and the volume of business is about in proportion to that 
of the larger institutions.’ In any case the burden of maintaining 
these institutions should not be shifted to the city bank or mer- 
chant. Obviously the country bank’s depositor is the one who 
profits by having a banking institution in his community. If he 
buys goods of the city merchant it is usually his duty to make the 
settlement at the point of purchase. In most cases, therefore, the 
exchange, if paid, should be borne by the drawer of the check. As 
we have pointed out, however, the cost of remitting for checks 
presented by the Federal Reserve banks is not great. The costs 
of postage and shipping of currency, when necessary to make 
remittance, are borne by the Federal Reserve banks. When 
checks are mailed to a bank they are all properly listed and a 
return-remittance form letter is inclosed with every outgoing transit 
letter; the drawee bank merely incloses an acceptable draft and 
returns the letter. The opinion of bankers is that less clerical 
service is required to handle a given amount of such business 
through the mail than to pay the same number of checks over the 
counter. The bank therefore is only warranted in making the 
customer bear this expense when the balance maintained in his 
account is so small that it would be warranted in assessing a 
monthly service charge against his account. 

In this respect the country banker is in a peculiarly hard 
position. Depositors have been encouraged to believe that any 
account, however small, is profitable to the bank. It would 
probably not be feasible, therefore, to adopt the practice of many 
city banks of making a service charge against checking accounts. 
City banks have also either required their customers to pay a 
service charge for the out-of-town collection items deposited, or 

* Statistical data for comparative purposes are not generally available. The report 
of the superintendent of banking in Ohio for the year ended December 31, 1919, 
shows that the percentage of net earnings to capital in the 511 banks outside of the 
larger cities was 21.5 per cent. In the 112 state banks located in the eight largest 
cities of the state the net earnings averaged somewhat higher, ranging from 12.5 per 
cent in Columbus to 35.4 per cent in Akron. 

















RESERVE BANKS’ SYSTEM OF PAR COLLECTIONS 583 


have refused to give credit for these items until the remittances 
are received. This would appear to be a legitimate source of 
income for country banks, to offset any loss of exchange which 
they might sustain if they are compelled to remit for items drawn 
on them without making any charge. Again, however, the prac- 
ticability of such an arrangement for banks in the rural communi- 
ties is somewhat questionable. The practice has been for the 
country banks to take these items from their depositors without 
any charge. These factors may make the position of some country 
bankers particularly hard during the readjustment period. This 
situation does not warrant maintaining exchange charges per- 
manently on the plea of vested rights; but it might make it desirable 
to give more opportunity to these bankers for readjusting their 
business methods. If these bankers would suggest some modifica- 
tion in the clearing system, at once correct in principle and prac- 
ticable in operation, which would be in their interest, some effort 
could then be made to meet their difficulties. Instead, they have 
chosen to attack the entire clearing plan. 

The second objection, frequently made on behalf of the non- 
member banks, is that they receive no advantage in return for the 
giving up of exchange charges. If an Ohio country bank arranges 
with the First National Bank of Cleveland, e.g., to remit at par 
for all checks presented by the latter, it does so to secure certain 
definite reciprocal advantages. Before the same bank agrees to 
relinquish the right to charge exchange on checks presented by 
the Federal Reserve bank of Cleveland, the question is naturally 
raised as to why it should be asked to do so. Non-member banks 
may maintain a clearing account with the Federal Reserve bank 
and thus participate in its clearing and collection system. Until 
the par list is universal, however, it is necessary to collect on 
non-par points through other channels. This necessitates the use 
of correspondent banks. Moreover, there are certain advantages 
now granted to country banks by their city correspondents which 
the Federal Reserve banks are not in a position to offer. City 
banks allow interest on the average daily balance, and they some- 
times accept checks for immediate credit and thus carry the 
“float.” They assist country banks in making investments, when 
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they have surplus funds, and also furnish them with credit when 
that is needed. 

Whenever the par system becomes universal there will be 
some direct gain for non-members that wish to maintain clearing 
accounts. Meantime most of the general gains from the system 
are shared indirectly by the country bank through the medium of 
its city correspondent, which is almost invariably a member of 
the system. All checks sent by the country bank to its city 
correspondent for collection are now handled with a minimum 
of time, effort, and expense. These benefits it receives gratis. 
Looked at from the selfish interest of the non-par banker these 
advantages may not seem sufficient to induce him to relinquish 
voluntarily his privilege of deducting exchange charges. But as 
Governor Harding states in his communication to the senate: 

That a relatively small number of non-member banks should not want to 
become members of the clearing system or should not want to remit at par is, 
of course, their own concern and the Federal Reserve Board and the Federal 
Reserve banks have not and will not dispute their right to decline to do so. 
But that those same few non-member banks, which through their member- 
bank correspondents are able to obtain the benefits of the par collection system 
gratis, should decline to become clearing members, cannot and should not deter 
the Federal Reserve banks in the exercise of their undoubted legal right—the 
right to collect over the counter in cash or satisfactory exchange, by means of 
an agent, checks drawn on a bank which for one reason or another does not 
care to remit at par for checks mailed to it directly. 

Of the defects of the former system of check collection, the 
first one noted, excessive exchange charges, has been effectively 
remedied. “‘Exchange” charges have been largely eliminated in 
the districts which include all par territory. In part the saving to 
the public is borne out of the profits of the Federal Reserve banks. 
In considerable part, however, it is the result of the elimination of 
economic waste. Uniformity and centralization have reduced 
the amount of circuitous routing, eliminated unnecessary mail, 
materially reduced the time for collection, and rendered shipments 
of currency between different sections of the country almost 
unnecessary. ‘The officers of the Federal Reserve Bank of Chicago 
state that the cost of the transit business handled by that bank in 
1919 was about one-half what it is in the best managed commercial 
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banks. In 1919, $73,934,252,000 of inter-district clearings were 
handled by the Federal Reserve banks through the gold settlement 
fund at a total cost, including the leased wire service, compensation 
of accountants, etc., of $250,000, about $3 for each $1,000,000 so 
transferred. This cost was all absorbed by the Federal Reserve 
banks. If charged to the public at the rate of one-tenth of 1 per cent, 
it would have involved an expense of $1,000 for each $1,000,000. 
In addition to these inter-district settlements there were about 
$70,000,000 of intra-district clearings? If the whole volume 
of this business had been charged one-tenth of 1 per cent, 
the cost of the 1919 business would have been about $140,000,000. 
A large amount of this business would not have been subject to 
exchange charges under former arrangements, but the amount 
collected would have been considerable.’ 

Circuitous routing of checks has been largely eliminated merely 
by reason of the opportunity to use the facilities of the Federal 
Reserve banks. But, in order to insure direct routing of all 
checks coming through their transit departments, the Federal 
Reserve banks will not even accept checks drawn on a bank located 
in one district which bear the indorsement of a bank outside of 
that district. Moreover, whenever time can be saved in collection, 
a member bank may arrange to send checks and drafts direct to 
the Federal Reserve bank or branch bank of any other district in 
which such items may be payable. All member banks are given 
instructions concerning how best to route items within a district, 
where there are branches, in order to reduce the time of collection 
toa minimum. Banks are advised to print on their checks a large 
skeleton figure signifying the number to the Federal Reserve 
district. For the information of correspondent banks and in order 
to stimulate use of the Federal Reserve System they are also urged 
to print the words “‘collectible at par through the Federal Reserve 
Bank of .’4 There has been no attempt to supersede 

* McKay, op. op., April, 1920, pp. 29, 56, 58. 





2 Sixth Annual Report of the Federal Reserve Board, 1919, pp. 40-46. 


3 Governor W. P. G. Harding has estimated the savings already made at $135,- 
000,000 annually. The state bankers in Georgia maintain that they will lose $1,000,- 
ooo per year if deprived of their exchange charges. 


« Regulations of the Federal Reserve Bank of Cleveland. 
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methods already efficient. City clearings are still effected by 
means of the clearing-houses, but in most of the 33 cities having 
Federal Reserve banks or branches the settlements are effected by 
a transfer of balances at the Federal Reserve bank or branch. 
Where banks in adjoining communities can save time by direct 
collection, they are not expected to use the Federal Reserve System. 

The practice of giving immediate credit upon deposit of checks 
and drafts has been done away with, as far as the Federal Reserve 
banks are concerned, by the method of deferring credit until 
remittance is received. It is impossible therefore to pad bank 
reserves with items in transit. It would contribute a great deal 
to the acceptability of the Federal Reserve plan to many of its 
member banks if a scheme for giving immediate credit for checks 
deposited could be worked out. At first sight the clearing plan 
seems to be more practical and simple in operation than the 
present method of check collection.. The Federal Reserve Board 
raised the question of whether immediate credit should be given 
for checks before any plan was instituted. Expert opinion was 
sought and a system of full clearing was favored.? This plan, 
which in theory promised so well, was given a trial but in practice 
proved unsatisfactory. During the operation of the voluntary 
plan of clearing, checks on member banks were credited on receipt 
to the depositing member bank’s reserve account and charged to 
the drawee member bank’s account. Checks were thus made 
immediately available. But it was found that there were very 
large overdrafts in the reserve accounts upon which the checks 
were drawn. ‘The total amounted on some occasions to several 
million dollars. The practice of making checks immediately 
available had therefore to be abandoned.3 

It has been suggested that the Federal Reserve banks might 
well grant immediate credit for checks and carry the “float.” 

«A check is said to be collected when it is sent home to the bank on which it 
is drawn and arrangement is made to remit the proceeds; it is said to be cleared when 
the bank receiving it offsets it against checks in favor of the institution by which it is 
to be paid, and then collects or remits only the balance, if any.” —Willis, The Federal 
Reserve, p. 223. 

* First Annual Report of the Federal Reserve Board, 1914, pp. 138-48. 

3 Bankers’ Monthly, April, 1920, p. 29. 














RESERVE BANKS’ SYSTEM OF PAR COLLECTIONS 587 


The theory of crediting a bank or depositor for uncollected, and 
perhaps uncollectible, funds is unsound and, as a practical proposi- 
tion, it would seriously limit the rediscount power of Federal 
Reserve banks. The total in the deferred availability account 
amounts to from $500,000,000 to $800,000,000." It is imprac- 
ticable to make the Federal Reserve banks tie up funds to this 
amount while checks are in process of collection. 

If a plan could be worked out for clearing checks, there would 
be no reason from the standpoint of the Federal Reserve banks for 
delaying credit for checks on member banks. In such a case the 
total reserve would not be affected. The former difficulties 
experienced by banks with overdrafts in their reserve accounts 
seem to make this impossible at present. Later, if a universal par 
system is worked out, the offsets may be more nearly equalized 
and a clearing plan may then be practicable. At present the 
deferred-credit plan seems to be the only one feasible. 

Meantime there is an advantage possessed by a bank located 
in a city having a Federal Reserve bank or branch in being able 
to offer the prospective correspondent bank the opportunity of 
drawing drafts which are immediately available. As matters now 
stand, individual banks located in other cities cannot be granted 
the privilege, even when willing, of having their reserve account 
charged immediately for their checks or drafts. Such an arrange- 
ment would seem to give a bank an advantage over its local com- 
petitors. If, as was the case in Pittsburgh before the branch bank 
was established there, all of the member banks in any city will 
consent to having their reserve accounts charged immediately, 
the Federal Reserve banks will consent to such an arrangement. 

Universal adoption of the present principle of par remittance 
does not necessarily mean that any bank check or draft will be 
paid at par or accepted by a bank for its depositors for immediate 
credit. A charge for the time taken to convert checks and drafts 
into available funds may very properly be made against the 
depositor. The sound method, in such a case, is for the bank to 
make a service charge equal to the interest upon the amount for 
the time necessary to make the funds available. This plan is now 


* Commercial and Financial Chronicle, CX (May 18, 1920), 1951. 
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used by the clearing-house banks of New York, Chicago, St. Louis, 
Minneapolis, and other cities." 

It is within the power of the Federal Reserve Board to regulate 
exchange charges made on this basis. In view of the argument 
being made in some quarters that city banks are profiteering and 
that the benefits of par remittance are not going to the public in 
reduced charges, the time seems opportune for the Board to make 
a general revision of schedules? If this is done, the Federal 
Reserve Board should doubtless make it optional with the banks 
or clearing-house associations whether or not such charge is col- 
lected. For good customers who maintain generous balances 
there might be no reason for making such a charge unless pre- 
scribed by the clearing-house for the sake of uniformity. Where 
the bank cashes checks for the accommodation of outsiders or for 
customers who immediately use the funds, the interest charge 
should be imposed. If such a schedule is drawn up by the Federal 


The revised regulations of the New York Clearing House, effective May 1, 
1920, provide a schedule of charges to be made on all checks or drafts which are 
collected by the members of the association for depositors. The rates are adjusted 
to conform to the time schedule for the Federal Reserve Bank of New York. There 
is no “exchange” charge at all but merely a charge sufficient to cover the interest 
on the items until the muney is available. On checks which are available immedi- 
ately or within one day after deposit, the charge is discretionary. Nearby cities may 
thus be collected without charge, therefore a large percentage of all checks received 
will not be subject to any deduction. On items available two days after receipt the 
charge will be one-fortieth of 1 per cent; for such items available four days after 
receipt the charge shall be one-twentieth of 1 per cent; and for such items available 
eight days after receipt one-tenth of 1 per cent. (These rates represent interest on 
the amount involved at about 4} per cent per annum.) In any case the minimum 
charge is ten cents, but this minimum may be based on all items in any one deposit. 
These charges must be collected in all cases and “‘no collecting bank shall directly or 
indirectly allow any abatement, rebate, or return for or on account of such charges 
or make in any form, whether of interest on balances or otherwise, any compensation 
therefore.” Stringent penalties are prescribed for violation of this provision (Com- 
mercial and Financial Chronicle, CX [April 17, 1920], 1593-95). 


2In stating the case for the country bankers Mr. E. M. Wing, president of the 
Batavian National Bank of LaCrosse, Wisconsin, explained the system of interest 
and service charges imposed by the banks of the large cities. On the other hand, 
country banks are compelled to take such items from their depositors without charge. 
They are therefore deprived of all exchange charges, and the revenue they have been 
accustomed to receiving therefrom is diverted ‘“‘to the city banks and mail-order 
houses.” 
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Reserve Board, it should be based on the transit time involved. 
If the maximum charge be one-tenth of 1 per cent, and not over 
6 per cent interest is charged, the cost for nearby states would be 
one-twentieth to one-fortieth of 1 per cent. The Federal Reserve 
banks already follow this practice in their system of time schedules. 
Likewise, interest is sometimes allowed where remittance to a 
member bank is made in a New York draft. For example, the 
Federal Reserve Bank of Chicago will allow a member bank which 
sends checks on Chicago and requests a New York draft a discount 
of 73 cents per $1,000 per day for the time the draft will take to 
reach New York and be debited to its account. This is equivalent 
to paying interest of 2? per cent per annum. Instead of charging 
the member bank for the remittance it actually pays him for the 
use of his funds during the time the draft is in transit.’ 

If the Federal Reserve banks had been allowed to go forward 
without political interference, there is little doubt as to what the 
outcome of this controversy would have been. About one hun- 
dred years ago the Suffolk Bank of Boston met and overcame the 
opposition of the country banks of New England to par redemption 
of their bank notes. Over sixty years ago country clearing was 
introduced in England under the leadership of Sir John Lubbock. 
Today, in spite of the early opposition of country banks, clearing 
of out-of-town checks is as much a matter of course as clearing 
city checks.2, When the Boston Country Clearing House under- 
took, in 1899, the collection of all New England checks, certain 
non-par banks strenuously opposed the plan. In all these cases 
the sound principle prevailed and the opposing banks later sup- 
ported the institution which at first they had so vigorously opposed. 

The danger in the present controversy seems to lie in the 
political means which are being used. Although the opposition 
apparently comes from a comparatively small number of exchange- 
charging banks, seeking to protect their own profits, this opposition 
is now well organized and is carrying forward a shrewd propa- 
ganda. Efforts are being made to discredit other aspects of the 


* Bankers’ Monthly, April, 1920, p. 58. 
? Hallock, op. cit., pp. 38-39. 
3 Ibid., p. 64. 
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Federal Reserve System, especially its failure to prevent price 
inflation during and after the war. The issue is now squarely 
before Congress to decide whether the par collection system shall 
be abolished or whether it shall become universal. The Federal 
Reserve Board has other vital problems pressing for solution. 
Moreover, it should not be expected to support this system unaided.! 
Two years ago the Board stated: “The par collection system 
is not a local or selfish undertaking for the benefit of member 
banks, but it is a national enterprise for the convenience of the 
public and the promotion of commerce.” Upon this sound funda- 
mental principle it has been developed until it is almost national 
in its scope. Upon Congress rests the responsibility for sustain- 
ing the results already accomplished and giving to the Federal 
Reserve authorities the means for making the system universal. 
HowarD H. PRESTON 
OBERLIN COLLEGE 


* Support for the position of the Federal Reserve Board is not lacking among the 
business interests of the country. In an address before the Chamber of Commerce 
of the United States at its seventh annual meeting in St. Louis, April 30, 1919, Wallace 
D. Simmons, president of the Simmons Hardware Company, upheld the Federal 
Reserve plan as sound and insisted that merchants must do their part to force country 
banks to remit at par. On September 26, 1919, the St. Louis Chamber of Commerce 
sent a petition to the Federal Reserve Bank of St. Louis to the effect that the real 
basis for handling country checks should be interest for the time required to convert 
checks into available funds. Similar action was taken by the branches of the National 
Association of Credit Men in the fourth district, which met in Cleveland early in 
March, 1920. 

















ARE STOCK DIVIDENDS INCOME? 


Apparently the decision of the United States Supreme Court 
that stock dividends are not income and hence not subject to tax 
under the Sixteenth Amendment was generally expected. A flood 
of such dividends followed the decision and led to protests in some 
quarters that large profits accumulated during the war period were 
now being distributed untaxed. Hence proposals have been made, 
even by those who considered the principle of the decision correct, 
to levy a tax on stock dividends similar to the stock-transfer 
tax, and Senator Nelson of Minnesota has proposed a constitu- 
tional amendment subjecting them to the income tax. 

It is difficult to understand the court’s having reached the deci- 
sion it did. It may well be that questions will arise in individual 
instances as to the values on which taxes should be levied or the 
rates to be applied in taxing stock dividends, but it hardly seems 
possible that the principle itself can be finally established that 
stock dividends do not ever represent income. A decision to that 
effect carries with it the enunciation of a legal principle that may 
have far-reaching effects and will result in the practical impairment 
of the surtax provisions of the income-tax law as a source of revenue 
to the federal government. 

Justice Pitney, writing the majority opinion, said that the 
person receiving a stock dividend “has received nothing that 
answers the definition of income in the meaning of the Sixteenth 
Amendment.” The amendment however, merely permits taxation 
of incomes without apportionment. It does not define income. The 
decision thus rests on the issue whether or not the distribution of 
stock to the stockholders, rather than of cash, is to them a realiza- 
tion of income. 

That fact, apparently, has not been determined by the court’s 
opinion. What was settled, merely for the time being, is the law 
of the land. As little will it be determined if Senator Nelson 
succeeds in putting through his constitutional amendment. Indeed, 
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the attempt to determine an economic fact by either legislative 
or judicial dicta does seem just a bit amusing. If the decision 
is correct in its analysis and stock dividends are not income, efforts 
to tax them as such are ridiculous. If the decision is not correct 
it should be possible to levy an income tax on stock dividends 
without recourse to constitutional amendment. 
The court held that a stock dividend is capital, is 

in essence not a dividend but rather the opposite; no part of the assets of the 
company is separated from the common fund, nothing is distributed except 
paper certificates that evidence an antecedent increase in the value of the 
stockholder’s capital interest resulting from an accumulation of profits by the 
company, but profits so far absorbed in the business as to render it impracti- 
cable to separate them for withdrawal and distribution. ..... Far from 
being a realization of profits of the stockholder, it tends rather to postpone 
such realization, in that the fund represented by the new stock has been 
transferred from surplus to capital and no longer is available for actual distri- 
bution. The essential and controlling fact is that the stockholder has received 
nothing out of the company’s assets for his separate use and benefit... . . 


It is of course well known that surplus profits distributed as 
stock dividends are often far from being so “‘absorbed in the business 
as to render it impracticable to separate them for withdrawal,” as, 
for example, when they are in the form of government or railroad 
bonds or the stock of other companies. The more important fact 
is that the government has failed to differentiate between stock 
dividends based upon increased valuations placed upon good-will 
in a reappraisal of the assets as a result of the increased earning 
power of the corporation without additional investment, and those 
based upon the additional investment of accumulated profits for 
the purpose of extending its operations. In the former case there 
is some excuse for exemption unless and until the increased value 
is actually realized by sale. The situation in this instance is 
similar to that of the increased market value of any piece of 
property, which increase, however, is not taxable until evidenced 
by the actual sale of such property. 

When, on the other hand, the stock dividend is based upon the 
accumulation of profits which, instead of being distributed to the 
individual stockholders, are invested in the business of the corpora- 
tion itself or in any other manner, we have an entirely different 
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situation. In such instances it is not true that the transfer from 
surplus account to capital account tends to postpone the realiza- 
tion of profits; no more so would be the case if the cash, borrowed 
possibly, were actually distributed and immediately reinvested by 
the distributees in the increased capital stock of the corporation 
concerned. Here is the real essence of the usual stock dividend. 
It is income reinvested in the stock of the corporation making the 
distribution. The fact that when a stock dividend is declared 
the money ‘“‘remains subject to business risks which may result 
in wiping out the entire investment’”’ is just as true of income from 
any source whatever that is invested instead of being consumed 
for personal expenses. Suppose that, instead of declaring a stock 
dividend, the corporation were first to secure subscriptions from 
its stockholders for the additional stock or sell them bonds secured 
by the additional capital assets represented by the surplus and 
then were to use the money realized from the sale of either stock 
or bonds to distribute a cash dividend on the old stock from sur- 
plus. What difference would there be between this sort of a 
transaction and the declaration of a stock dividend that warrants 
the exemption of the latter procedure, but not of the former ? 

The court insisted that stock dividends represent the growth of 
capital. The growth of capital, however, is possible only by the 
addition of income, just as, to use the figure referred to by Justice 
Pitney, the growth of additional trees is possible only by the plant- 
ing of the fruit as seed instead of consuming it. 

The court’s analysis of stock dividends as capital, the insistence 
that “‘an accumulation of profits by the company” do not repre- 
sent income for the stockholders because it is impracticable “to 
separate them for... . distribution” and because ‘‘the stock- 
holder has received nothing out of the company’s assets for his 
separate use”’ can rest only upon the view that corporation and 
stockholders are distinct entities. As Professor Fairchild says in 
upholding the decision, ‘This analysis rests upon the fact that 
the corporation is an entity separate from the shareholders, and 
nothing but confusion can come from failure to recognize the in- 
dependent entity of the corporation . . . . and it is gratifying to 
find in Justice Pitney’s opinion this clear statement of the matter 
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from the legal side.’”* And indeed, despite the objection of Justice 
Brandeis that “the law finds no difficulty in disregarding the 
corporate fiction wherever that is deemed necessary to attain a 
just result,” Justice Pitney found it his duty “to look through the 
form,’’ and he could not 
disregard the essential truth disclosed; ignore the substantial difference 
between corporation and stockholder; treat the entire organization as unreal; 
look upon stockholders as partners, when they are not such; treat them as 
having in equity a right to a partition of the corporate assets, when they have 
none; and indulge the fiction that they have received and realized a share of 
the profits of the company, which in truth they have neither received nor 
realized. We must treat the corporation as a substantial entity separate from 
the stockholder, not only because such is the practical fact, but because it is 
only by recognizing such separateness that any dividend—even one paid in 
money or property—can be regarded as income of the stockholder. 

Before discussing the validity of this argument it may be well 
to consider some of its practical results. Section 216a of the 1918 
Income Tax Law, like similar provisions of previous acts, allows a 
credit deduction to the extent of the normal tax on the incomes of 
individuals derived from dividends received from corporations 
taxable upon their net earnings. Section 234a, paragraph 6, 
similarly exempts from taxation all dividends received by corpora- 
tions from others taxable upon their net earnings. The theory of 
this allowance, as explained by Montgomery, the accounting 
expert, is that the corporation income tax merely represents a 
mode of collection at the source, and that the failure to grant such 
deductions would result in double taxation of the same income. 
Obviously, however, this theory and hence these provisions in the 
present law are justifiable only if there is no difference between 
the corporation and its stockholders, if the income of the corpora- 
tion is ipso facto the income of the stockholders. In view, therefore, 
of the language of a supreme court opinion on this very point, it 
becomes immediately incumbent upon the Congress to repeal the 
above-cited sections in the present income-tax law. The present 
corporation income tax is not an income tax at all, but merely a 
franchise tax on the privilege of doing business under the corporate 

*Fred R. Fairchild, ‘““The Stock Dividend Decision,” Bulletin of the National 
Tax Association, April, 1920, p. 208. 
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structure rather than the partnership. That is the logic of the 
situation, a logic that if followed by action will undoubtedly result 
in wiping out the holding company, at least. 

The more immediate fact is, as Justice Brandeis argued, that 
the corporation is merely an extension of the partnership. The 
stockholders, and not the directors, make up the corporation. 
The directors merely act as the agents of the stockholders, just as 
the elected officials of a municipal corporation are the agents of the 
citizen electorate. The city is the citizens thereof, not the elected 
officials. It is true that the individual stockholder as such has 
little control over the assets and the distribution thereof. He 
cannot withdraw his share as easily as can any member of a part- 
nership, but that is merely because he has promised to play the 
rules of the game, in return for which he has certain privileges which 
protect him and give him advantages not possessed by a partner. 

There is no question, so far as the corporation itself is con- 
cerned, that the accrued surplus earnings above expenses are its 
net income, subject to taxation regardless of the form in which 
they exist. The surplus may be in the form of salable merchandise, 
loans to others, or accounts receivable that, contrary to all expecta- 
tions, may ultimately decrease in value or prove uncollectible. 
Nevertheless, unless there is a definite excuse for writing them down, 
the surplus profits are subject to taxation as income. As the cor- 
poration is the stockholders who own it and these stockholders 
make up that corporation, the net income of the corporation is 
likewise the net income of the stockholders from this particular 
source. By virtue of their ownership of the stock they have a 
vested right in the assets of the corporation and any accretions to 
those assets. At the option of the majority holdings acting through 
the directors, or by direct vote of the stockholders if the action of 
the directors is unsatisfactory, the stockholders can determine the 
disposition of the accrued net increase in assets. If cash is available 
or can be secured in exchange for or on the strength of the existing 
assets, the distribution of a cash dividend for at least a considerable 
portion of the surplus is the normal procedure. If, because of 
market conditions, additional working capital is needed for a short 
period of time, the dividend may be paid in scrip. Should there 
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appear to be a reasonable assurance of increased profits as a result 
of enlarged operations, the stockholders may themselves decide or 
be induced by the directors to permit the retention of their dis- 
tributive shares of the profits for investment in more extensive 
operations. This is done by the transfer from surplus to capital 
account of the amount otherwise intended for distribution as 
dividends. ‘The evidence of such a transaction appears in the form 
of a stock dividend. 

At what point this surplus should be subjected to the levy of 
an income tax, whether before or after distribution to the individual 
stockholders, is a question of policy and administration to be deter- 
mined by the taxing authorities. To facilitate collection it was 
deemed desirable to collect the normal tax at the source and join 
it to the corporation tax. In view of the policy decided upon by 
Congress of levying a progressively larger surtax upon such indi- 
vidual incomes as furnish indication of ability to bear a heavier 
burden of taxation, it is probably easier to levy the tax after dis- 
tribution rather than before. As it may involve practical dif- 
ficulties, at least in the case of the larger corporations with very 
numerous stockholders, to hold the individual stockholders account- 
able for their respective shares of the undistributed surplus, Con- 
gress has constantly made efforts to devise means of forcing 
distribution. 

Individual accountability is nevertheless required of the 
stockholders of personal service corporations. Section 218e of the 
Income Tax Lax of 1918 provides that 
amounts distributed by a personal service corporation during its taxable year 
shall be accounted for by the distributees; and any portion of the net income 
remaining undistributed at the close of its taxable year shall be accounted for by 
the stockholders of such corporation at the close of its taxable year in proportion to 
their respective shares.* 

To accept such a legal provision without objection is indicative of 
a belief that the surplus of the corporation represents the accrued 
income of the stockholders, whether distributed to them or not. 

As stockholders of personal service corporations are taxed in 
the same manner as are members of partnerships, the latter present 


*The italics are ours. 
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an analogous situation. Section 218a, regarding the taxation of 
the members of partnerships, rules as follows: ‘There shall be 
included in computing the net income of each partner his dis- 
tributive share, whether distributed or not,’ of the net income of the 
partnership for the taxable year.”’ 

Thus the Income Tax Law clearly proceeds on the principle 
that surplus is income, whether it is distributed or not. This 
conception of the nature of surplus is still more readily visible in 
the method prescribed for the computation of net taxable incomes 
of individuals derived from business or professions. The net 
income is that sum which is left after deducting from the gross 
income or revenues all expenses and losses incident to the conduct 
of the business or profession. There is disregarded entirely any 
question as to the amounts drawn in cash for personal needs or 
the amounts permitted to remain in cash or otherwise for the 
extension of business operations. That portion of the profits 
added to capital account and left ‘‘subject to business risks which 
may result in wiping out the entire investment” is taxable, with 
only such deductions for credit as are allowed on profits actually 
withdrawn for personal use. Will the individual, on the basis of 
the principle developed in the case of Macomber v. Eisner, be able 
to secure exemption from tax on the amount left invested in the 
business as capital? Or will he be compelled, in order to secure 
the benefit of the decision, to incorporate his business, distribute 
in the form of a cash dividend to himself so much of his profits as 
he requires for his personal use and increase his capital stock to 
the extent of the balance of the surplus profits for distribution to 
himself as a stock dividend ? 

It must be evident from these quotations from the law as it 
stands that it was consistent in its definition of income when it de- 
clared stock dividends taxable, except, possibly, in so far as it 
failed to make provision for such individual instances that might 
be exempted because they do not represent accumulations of past 
surpluses. The majority opinion in this case has resulted in a new 
definition for the income of corporations other than personal 
service corporations. Will that difference be permitted to remain, 


The italics are ours. 
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or will individual business and professional men, the members of 
partnerships and the stockholders of personal service corporations, 
insist upon a definition for their own incomes consistent with the 
definition enunciated in this decision of the court? If stock 
dividends are to be exempted because the assets represented by 
these dividends have become capital—and the Sixteenth Amend- 
ment did not contemplate or permit a tax on capital without appor- 
tionment—it will be indeed surprising if these individuals do not 
make strenuous efforts to secure similar exemptions for the distribu- 
tive shares of undistributed surplus profits on similar grounds, 
that they remain capital assets “subject to business risks which 
may result in wiping out the entire investment.” 

In addition to opening the way for further exemptions, the 
decision will result in greater frequency of stock-dividend distri- 


ee 


butions. Some such distributions have already been made, ranging 
up to four times the original capital of the corporations concerned. 
Aside from the probable incentive to stock watering, the declara- 
tion of a stock dividend will become the most logical and the 
simplest method to pursue for corporations desiring to enlarge 
their capital for more extensive operations. It will be the equiva- 
lent to inducing their stockholders to subscribe for the new stock 
at par, in lieu of insisting upon cash dividends, by the promise of 
an escape from income taxation upon the amounts involved. If 
cash should be needed, it ought not to prove too difficult to sell 
the stock. It is true that Justice Pitney said that “if he does sell, 
and in so doing realizes a profit, such profit, like any other, is in- 
come, and, so far as it may have arisen since the Sixteenth Amend- 
ment, is taxable by Congress without apportionment.’’ The point 
has already been raised that such a transaction is merely the ex- 
change of capital. This question may be sidetracked entirely by 
the sale of the original shares and the retention of the new. In 
that event, only the profit realized above the price paid on the 
original shares would be subject to tax. If, on the other hand, a 
slight loss were suffered, there would be established thereby an 
excuse for a deduction, in addition to the avoidance of the tax. 
Inasmuch as the majority of the individuals involved are probably 
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subject to surtax, there would still remain substantial advantages 
from sale of the original shares at a loss. 

It also seems likely that the decision will lead to a greater 
concentration of capital. Mergers can form the most frequent 
excuse for the increase of capital stock to be distributed as stock 
dividends. How can the law prevent such mergers from being 
carried out under agreements whereby the stockholders receiving 
the dividend can give their original shares to the stockholders of 
the acquired corporation and retain only the new stock with a 
consequent distribution of untaxed surplus? The method may be 
slightly complicated, but it will surely be worth the trouble to save 
the amount of the tax. The steps are somewhat as follows: 

Corporation A with $1,000,000 cash surplus in its treasury 
wishes to distribute that surplus to its stockholders without sub- 
jecting it to the income tax. It is decided to acquire corporation 
B, with assets and capitalization of $1,000,000, for the par value 
of its capital stock. The stockholders of the latter corporation 
are willing to accept stock in the former in exchange for their own. 
The purchase is made. Corporation A acquires the capital stock 
of corporation B, paying therefor into the hands of trustees 
$1,000,000 in cash. It then declares a stock dividend to its stock- 
holders for a like amount. The stockholders turn in an equal 
amount of their original stock to the above-mentioned trustees in 
exchange for the cash. The trustees give this stock to the former 
shareholders of corporation B, who have in this roundabout 
manner exchanged their stock for that of corporation A. Mean- 
while the stockholders of corporation A have secured a cash divi- 
dend without being subjected to an income tax thereon. If they 
hold the new stock long enough to pass it on to their heirs, the 
dividend will have escaped such taxation forever. 

The possibility of evading the payment of income taxes by 
means of such transactions indicates even more clearly that stock 
dividends based, not upon revaluations of capital assets, but 
based upon past accumulations of surplus profits, are realized 
income to the stockholders receiving such dividends and should be 
taxed as such. There is nothing to be gained by favoring a small 
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class and granting them exemptions because of a misunderstanding. 
Some means must be found to reopen the case once more in order 
that the Supreme Court may reverse itself. The opportunity will 
come if a test case be based upon the application of the principle laid 
down by the court to the three other classes of income mentioned 


in the aboved iscussion. In the meantime it may very well be 
that the insistence upon such reversal of the decision would come 
from those who now uphold it if Congress acts upon the suggestion 
made and repeals sections 216a and 234a, paragraph 6. 


T. DAavip ZUKERMAN 
New York City 

















THE POLITICAL PROGRESS OF THE ENGLISH 
WORKINGMAN 


The first fifty years of the nineteenth century were very significant 
years in the political progress of the workingman not so much for what 
he actually gained in political power—he gained indeed almost nothing 
—but for what he learned about it. They educated him for citizenship. 
So many factors contributed to his education that if I were to consider 
them all, or even hint at them all, I should be led too far afield. Certainly 
I should have to trace the development of popular education and the rise 
of the cheap newspaper press. But in the time at my command I shall 
have to neglect these broader cultural aspects of the question and con- 
fine myself to matters of more immediate significance. 

The economic factor can certainly not be neglected. Probably it 
was the most potent of all forces which drove the modern workingman 
into politics. He was never much of a political thinker, and neither po- 
litical nor social theories appealed to him particularly strongly upon their 
abstract merits. He was merely a poor man trying to provide bread and 
butter for himself and his family in a hard world. When he was hungry 
and cold he was ready to support all kinds of plans for change. When 
he was not he was usually content to leave the mysteries of government 
to his betters. Consequently his progress in politics was spasmodic. 
It made fair headway in periods of industrial depression; it came virtually 
to a standstill in periods of industrial prosperity. But the stages of his 
political progress by no means corresponded with the stages in the prog- 
ress of political reform. By a strange perverseness, the times when the 
workingman put forth his greatest efforts to effect a change were, gener- 
ally speaking, the times in which the least change was made. The ruling 
classes would not be coerced, and the arguments in favor of enfranchis- 
ing the workingman lost force in proportion as he showed himself to be 
a violent and a turbulent fellow. 

During the Napoleonic Wars the English workingman was on the 
whole better off than he had been before them or than he was to be after 
them. Notwithstanding Napoleon’s attempts to strangle the English 
shopkeeper English industry gained more than it lost by war conditions. 
Prices were high, the demand for commodities generally exceeded the 
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supply, and though wages did not increase in proportion to prices there 
was plenty of work to be had. It cannot be said that the English work- 
ingman was contented during this period, but at least his discontent was 
not so great but that it could be easily held in check by the stern, repres- 
sive policy of the government. 

With the ending of the wars in 1815 there came a very decided change 
for the worse. For one thing the crops were bad, for another the Eng- 
lish factories anticipating an enormous demand from the Continent pro- 
duced far more than impoverished Europe, eager as it was to buy, could 
absorb. English warehouses were in consequence glutted with goods. 
English factories shut down and the English workingman found himself 
out of a job just at the time when bad harvests and bad corn laws were 
conspiring together to make the cost of living higher than ever. Out 
of this condition of affairs was born active industrial discontent, which 
in the course of the next two or three years expressed itself in all sorts of 
violent forms. Much of it was mere hunger crying for bread; much 
of it the blind striking out of desperate men convinced that their condi- 
tion could be no worse and might be better. In general it lacked organi- 
zation and it lacked leadership. On that account it submitted readily 
to the guidance of popular demagogues like Hunt the orator and Cobbett 
the journalist. Neither Hunt nor Cobbett was himself of the indus- 
trial working class. Both of them were in fact country bred and both 
began their political careers as staunch supporters of the established 
order. Both also were converted to the cause of parliamentary reform 
rather through contact with upper-class radicals than through more popu- 
lar channels. They addressed their appeal not to the workingmen in 
particular but to the unrepresented classes in general, and the political 
agitation which developed under their stimulus cannot be accurately 
designated a workingman’s movement, though it recruited most of 
its strength in the great industria! centers of the north. Their pro- 
gram was modest enough. It involved little more than a moderate 
extension of the franchise. ‘They were abie to accomplish such spectacu- 
lar performances in its support as the assembly of 80,000 in St. Peter’s 
Fields at Manchester. But they did not succeed even by such tremen- 
dous demonstrations in converting the governing classes. The official 
answer to the crowd in St. Peter’s Fields was the Peterloo Massacre, and 
the official counter-check to public meetings and cheap newspapers was 
to prohibit the one and suppress the other. For these and for other rea- 
sons, among which improving business was not the least, the agitation 
died down after 1820. Immediately it led nowhere, but it was not with- 
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out its value in the political progress of the workingman. It served much 
more effectually than the revolutionary societies to awaken his political 
consciousness and it gave him for all time to come his cheap newspaper. 

Perhaps also it did serve indirectly to quicken an interest in political 
reform among the governing classes. It is, however, probable that the 
peace and prosperity which followed 1820 were a great deal more effective 
in promoting reform than were the disturbances and distress of the years 
which preceded. Anyway, during the 1820’s the cause of parliamen- 
tary reform gained steadily in strength until it won for itself a place in 
the program of the Whig opposition. Exactly what the Whigs proposed 
to do about it was not made clear. There were radicals in the party like 
Sir Francis Burdett who favored the complete enfranchisement of the 
workingman. The leaders were not prepared to go that far. They were 
indeed rather noncommittal, but the man in the street got the impression 
that when they came into power they would amend matters. 

When the Whigs came into power in 1830 they brought forward a 
bill to extend the franchise and to rearrange the electoral districts. As 
a concession to the workingman this Great Reform Bill was a complete 
disappointment. It gave him, in short, nothing, but it admitted at least 
the necessity for change and it made the way easier for further changes 
lateron. On these grounds he was led to support it. Of course he could 
do no more than exert pressure from the outside. But some pressure 
he did exert. How much it is impossible to say. In Birmingham and 
in London clever middle-class leaders like Atwood and Place were able 
to organize large political unions in support of the bill, and these unions 
though they were not workingmen’s associations included a large working- 
class element. There was also a good deal of workingman striking and 
and workingman machine-smashing, though probably not much of this 
was consciously designed to coerce the reluctant king and the even more 
reluctant House of Lords. This much is clear, that the Great Reform 
Bill was emphatically not a concession to the demands of the working- 
man notwithstanding that he did exert some of his strength outside of 
Parliament to assist in its final passage. 

By long-concerted shouting for “the Bill, the whole Bill, and nothing 
but the Bill’ the English workingman had persuaded himself that with 
the passage of the Bill all his woes would end. He soon discovered that 
all his efforts had merely served to advance the political fortunes of the 
shopkeepers. His enthusiasm gave place to disillusionment, and this 
disillusionment was simply embittered when the first reformed Parlia- 
ment met and proceeded to amend the old Poor Law in such a fashion 
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as to rob him of the casual relief he had heretofore received from the state 
in hard times. No doubt there was much to be said for this measure, but 
to the poor man who had looked hopefully forward to redemption at the 
hands of the new Parliament it seemed like a piece of cold and calculated 
tyranny. On the whole he felt that he had lost rather than gained by in- 
termeddling in middle-class politics. The immediate effect was to disgust 
him with parliamentary reform and to impel him strongly toward socialism. 

An undercurrent of socialism runs through the political course of the 
English workingman from the early 1820’s onward. He has never pinned 
his faith to the nostrums of the Socialists with anything like the fervor 
which the German workingman has, but he has been tempted to try them 
again and again, particularly at times when the hope of relief by political 
action seemed unusually desperate. 

It would take too long to trace the history of English socialism from 
its simple communistic beginnings in the Middle Ages to the position 
which it had reached when Robert Owen began to preach its gospel in 
New Lanark. Its rapid development in the 1820’s was largely the prod- 
uct of industrial distress. The general position of the Socialists of that 
time was that the existing industrial evils were the inevitable result 
of private ownership of the means of production. Some of them were 
merely concerned with pointing out that fact. Others were ready with 
remedies. The extremists like Thomas Hodgkin frankly advocated 
class war. The moderates like John Gray and William Thompson dep- 
recated conflict, and argued strongly for a system based upon mutual 
aid and co-operation. The solution which Owen himself proposed was 
the establishment of small communities run upon a co-operative basis 
in which the inhabitants were to work together and to share the results 
of their labor incommon. Some of these men were merely closet philoso- 
phers, but some of them set out at once to win the workingman to their 
way of thinking. Owen, as is well known, actually established model 
communities to demonstrate his theories and published a newspaper in 
London to expound them. Hodgkin lectured in workingmen’s clubs. 
And there can be no doubt that even before the Great Reform Bill was 
passed their ideas were widespread among the working classes. 

The medium which served the best purpose in disseminating them 
was the trade union, from which the legal ban had been removed in 1824. 

During the two years following 1832 the trade unions not only grew 
rapidly in numbers but they also developed rapidly in organization. And 
they became strongly imbued with socialistic ideas, particularly of the 
Owenite variety. Unorganized workers organized, allied unions began 























POLITICAL PROGRESS OF THE ENGLISH WORKINGMAN 605 


to federate. In the early spring of 1834 under Owen’s own guidance 
a Grand Consolidated Union of all the trades was created in London. 
Owen, still true to his pacifistic purposes, had no notion that this organi- 
zation should be used to coerce the capitalists. There were others, how- 
ever, like William Benbow who thought differently and who saw in it an 
instrument by which they might violently overthrow the whole bad state 
of industrial society. This group preached the gospel of direct action 
and the general strike, and tried to draw the Grand Consolidated after 
them. Owen’s influence was strong enough to prevent their success, 
though he never came anywhere near achieving his own purposes. His 
consolidated union had a short, a quarrelsome, and a thoroughly unpro- 
ductive life. 

But the forces which destroyed it were not so much the contentions 
at headquarters as the general failure which attended the efforts of local 
trade unions to enforce their local demands. There was an enormous 
number of local strikes in the years 1833 and ’34, provoked generally by 
the old grievances, but inspired often by hazy visions of a better indus- 
trial order. They were for the most part badly organized and badly led 
and notwithstanding the imposing aspect of their national federation 
they lacked any real unity of action or of purpose. Their widespread char- 
acter frightened the employing classes and even frightened the govern- 
ment, but the measures which were taken against them were in excess 
of the requirements. All that was really needed was a little patience 
in order that starvation might work its way. In the end starvation was 
the force majeure which overcame them. 

As a step in the political progress of the workingman this trade-union 
movement of the early 1830’s deserves attention rather for what it failed 
to do than for what it did. Its political program, if it had any political 
program at all, was the overthrow of the existing industrial order. Its 
method of procedure, so far as there was any method in its madness, was 
the industrial strike. In a rather ill-defined sort of way it represented 
an early adventure of the English workingman in revolutionary syndi- 
calism. And its failure served very effectually, in England at any rate, 
to discredit that way to the millennium. Immediately it had a disastrous 
effect upon the trade unions. Many were dissolved, and those which 
survived suffered a large loss of membership. And it developed in them 
also a cautious and a canny attitude. Thereafter, for over a generation to 
come they abandoned politics altogether, they turned their eyes resolutely 
away from the beatific visions of the socialists and addressed themselves 
to the grim business of wringing a decent living out of the world as it was. 
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But +tcide the narrow limits of the trade-union world hope was not 


yet de: ugh it was chastened. The flower of that hope was the 
Chart’ rement. 

It cult to generalize about Chartism, so many elements went 
into cing of it, but the essential fact about it is that it was a work- 
ingr ovement, the first great movement to be engineered and con- 
tro! workingmen in modern times. In its more orderly aspects 
it ¢ liffer greatly from the modern English labor movement, though 
of it was dealing with unfranchised workers and not with voters. 
It ate purposes were socialistic, though the socialism of its leaders 
‘ he Owenite not of the Marxian variety. But its immediate pur- 


ere political. The People’s Charter which embodied its program 
brief a demand that the workingman should enjoy an equal place in 
xly politic with every other class in the community, that he should 
sle not only to vote but to sit in Parliament. The expectation of 
‘aders was that once the workingman was able to exert his strength 
he polls, the social revolution would easily and peaceably be brought 
yut by due process of law. But they directed their efforts toward win- 

ag the vote. 
The movement began with a small group of Owenites in London who 
till kept the faith and still preached it. William Lovett, a cabinet- 
maker, and Henry Hetherington, a compositor, were the conspicuous 
members of the group. In 1829 they had organized a small society of 
London workingmen for the propagation of Owenite ideas. During the 
agitation for the Reform Bill they stood aloof, and they took very little 
part in the trade-union movement which followed it. Their enthusiasm 
for the reorganization of society upon a co-operative basis remained undi- 
minished and they were satisfied that the change could only be effected 
by the transfer of industrial control from the capitalists to the workers. 
They were, however, unalterably opposed to class war, not only because 
it was inconsistent with the principle of co-operation, but also because 
they thought it unnecessary. They had sufficient faith in the validity 
f their ideas to believe that in the long run they would win the support 
f all classes upon their merits. We should perhaps classify Lovett and 
s colleagues among the Utopians. But seven years of successive disap- 
intments had taught them this much practical wisdom, that the best 
as in the world could not be realized without organized effort and a 
nite plan of procedure. From 1836 onward they began to concern 
nselves much less with the proclamation of their purposes and much 
» with the devising of ways and means. ‘They came to perceive that 
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the peaceful way to deliverance lay through the ballot box, and, though 
they always regarded parliamentary reform merely as a means to larger 
social ends, they were satisfied that once the working classes could exert 
their numerical strength at the polls the rest would be easy. So they 
undertook to prepare a program of political reform and to rally the work- 
ingmen in England at large to the support of it. In such wise the 
Chartist Movement of the late 1830’s and the 1840’s was born. 

It took its name, of course, from the People’s Charter which Lovett 
drafted with Place’s assistance and published in 1838. The contents 
of this famous document embodied very little that was new. Many of 
its demands had been put forward by the Levellers in the seventeenth 
century. They were briefly six—manhood suffrage, vote by ballot, aboli- 
tion of property qualifications for membership in Parliament, equal elec- 
toral districts, and annual parliaments. These demands looked radical 
enough in 1838, but the best proof that they did not imply revolution 
lies in the fact that every one of them except the last has since been 
realized by the peaceful, constitutional methods which Lovett advo- 
cated. Indeed, in the People’s Charter, Lovett pretty clearly defined 
the course which parliamentary reform in England was subsequently 
to follow. 

In formulating their program Lovett and his coadjutors could draw 
upon the accumulated wisdom of at least two centuries of effort. Their 
more difficult problem lay in organizing popular support behind it, for 
precedent there offered them no guide though it furnished many warn- 
ings. The political unions of 1832 had accomplished much but their 
strength had been recruited largely from the middle classes and their 
effort had registered merely a middle-class triumph. Lovett’s followers 
were determined that they would have no repetition of that performance. 
At the beginning anyway they were resolved to confine their organiza- 
tion to the working classes. The trade unions offered an alternative, but 
the trade unions had already tried and failed and were in no temper for 
a further effort. The organization upon which Lovett and his friends 
finally hit was an association of workers, the objects of which, as he him- 
self stated them, was ‘“‘to draw into one bond of unity the intelligent and 
influential working classes in town and country, to seek by every legal means 
to place all classes of society in possession of equal political and social rights.” 
Its membership was rigidly restricted to genuine workingmen, though 
a few honorary members, like Francis Place, were admitted from the 
middle class. It did not discriminate between industrial and agricultural 
workers and it clearly rested upon quite a different foundation from the 
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trade unions. Most of its subsequent strength was, however, drawn 
from the trades. 

The organization began with the foundation of a Workingman’s Asso- 
ciation in London in 1836 which set about at once to encourage the 
formation of similar associations in the country at large. It issued pam- 
phlets, it published a newspaper, in the spring of 1837 it began to send forth 
missionaries. And everywhere its propaganda met with amazing suc- 
cess. Before the end of 1837 over a hundred workingmen’s associations 
modeled after its pattern and supporting its program had sprung into 
being. But its influence was not confined to orderly little debating socie- 
ties. In the north its ideas took hold like wildfire not so much because 
of their reasonable appeal as because the north was seething once more 
with industrial discontent. The year 1836 marked the beginning of 
another industrial depression in the great northern manufacturing cen- 
ters which grew more serious in 1837 and 1838. It was attended by its 
usual accompaniments, decreasing wages and increasing unemployment. 
The industrial workers began to grow hungry from lack of food and cold 
from lack of firewood. They became desperate, violent, ready to grasp 
at anything which promised relief. Whatever Chartism was to thought- 
ful men like Lovett and Hetherington, in the north it was a cry of distress, 
the shout of men, women, and children drowning in deep waters. Car- 
lyle called it the bitter discontent grown fierce and wild. Stephens, one 
of its own leaders, declared that it was not a political question but a knife- 
and-fork question. There were in fact two distinct elements in the 
Chartist Movement almost from the first: there was the moderate element 
with a well-digested program, a definite organization, and a deliberate 
plan of action, and there was a vast disorganized incoherent element 
shouting for the Charter because for very misery they had to shout for 
something and careless of means so long as deliverance in some form 
came quickly. 

So far as Lovett and the moderates were able to direct its course 
Chartism remained true to its original program and its original plan of 
action. Its organization reached perhaps its highest perfection in 1840 
when all the local associations were grouped in county units and a cen- 
tral executive committee was established in London. Its constitutional 
course of action was the circulation of petitions among its members and 
the presentation of these petitions to the House of Commons. All this 
was as it should be and well within the law. The difficulty was that it 
buttered no bread, and though Lovett and his moderates might be will- 
ing to repeat the process indefinitely the hungry men in the north lost 
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patience. They became a prey in consequence to hot-headed dema- 
gogues like Fergus O’Connor who sneered at Lovett and his “moral 
philosophers” and preached the gospel of physical force. How far O’Con- 
nor himself favored an actual appeal to arms is difficult to determine. 
He had a way of denying on Tuesday what he had affirmed on Monday. 
But at all events the effect of his teaching was, on the one hand, to drive 
the moderates out of the movement and on the other to encourage acts 
of violence which brought down upon Chartism the full force of the law. 
It was the influence of men like O’Connor that provoked the Newport 
Rising in 1839 and accounted for the attempt to organize a general strike, 
better known as the Plug Plot, in 1842. Both of these attempts were 
ridiculous failures. The fact was that though the O’Connorites were 
good stump orators, as organizers and leaders of violent revolution they 
lacked every essential virtue. Yet O’Connor was the commanding figure 
in the movement from 1842 until almost the end. He was not a work- 
ingman, he was not even an Englishman. His qualifications were his 
rollicking Irish personality and his exceptional capacity for self- 
advertisement. As a type of workingman agitator he is not unfamiliar 
even in these enlightened times. The chief instrument of his control, omit- 
ting his glib tongue, was his newspaper, the Northern Star, which he was 
able by astute journalism to make the one single organ of the Chartist 
world. There is some reason to believe that he was not above promoting 
agitation as a means of increasing its circulation. Anyway he was per- 
haps the single figure in the movement who managed to make Chartism 
pay handsomely. 

His breach with Lovett and the moderates had the effect of driving 
them toward middle-class radicalism and for a time in 1842 it looked as 
though there might be a coalition of the two elements in Joseph Sturge’s 
Complete Suffrage Movement. But middle-class contempt for working- 
class leaders and the refusal of Sturge and his associates to indorse 
the Charter as it stood prevented. Yet the attempt was of importance, 
for it indicated the weakening of class antagonism on both sides and fore- 
shadowed the alliance of labor and liberalism which came later. 

In view of the fact that most of what the Chartists strove for has 
since been achieved it is hard to reproach them with failure. Yet fail 
they did, for the cause which they fought for had not the slightest meas- 
ure of success until long after they had ceased to fight. The reasons for 
their failure were manifold. The inevitable incapacity of their leaders 
and the dissensions among them had a great deal to do with it. The 
opposition of the middle classes, supported by the whole power of the 
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state, had a great deal to do with it also. Probably one of the most 
important factors was the lack of correspondency between their program 
and their real purpose. The strength of Chartism lay in its protest 
against social and industrial evils which the famous six points scarcely 
touched. It was political in its form but social in its content. On that 
account its development and its decline were really determined by what 
Carlyle called the condition-of-England question. Its strength ebbed 
and flowed with the flow and ebb of industrial prosperity. The forces 
which gave it birth were much more the desperate state of the north than 
they were the reasonable principles of Lovett and his friends. It lan- 
guished during the relatively prosperous years between 1842 and 1845; 
the temporary depression of 1847 combined with the general unrest 
which prevailed in Europe in 1848 revived it for a season, but it petered 
out in the 1850’s for lack of food to feed upon. The arguments in favor 
of the Charter were just as valid in the fifties as they had been in the 
early forties but the driving force of misery was lacking, or at any rate 
was greatly weakened. Whether it was because the repeal of the Corn 
Laws had cheapened bread, or because factory legislation had corrected 
some of the worst abuses of the system, or because in the general prosper- 
ity there was more work to be had and better wages to be earned, the 
workingman was enough better off in the 1850’s to lose interest in po- 
litical panaceas however much they promised. Things appeared to be 
coming his way in the natural course of events and with bread on the 
table and a fire on the hearth he could afford to bide his time. 

Notwithstanding all of which he was a wiser man and a better man 
for his experience, and if not directly yet ultimately Chartism contributed 
largely to his political progress. It was his first great political effort 
of modern times and it taught him lessons in self-government and self- 
control which he badly needed to learn and which were to stand him in 
good stead later. It revealed him also in rather less lurid colors to the 
governing classes and showed him to be neither so stupid nor so terrible 
as their untutored imaginations had painted him. And so, although it 
was essentially a class movement, it helped to break down class barriers 
and to prepare the way for that mutual respect upon which modern 
democracy must be based. 

The collapse of Chartism drove the workingman once again away 
from parliamentary reform and into trade unionism. And his political 
activity during the next thirty years was in the main exerted through his 
trade-union organization. Indeed the history of his political progress 
from the 1850’s to the present day is by and large the history of the po- 
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litical progress of the English trade unions. This is not altogether so, but 
it is so nearly so that the development of trade unionism is easily the 
most important factor to be considered. 

The trade unions revealed a truly remarkable growth during the two 
decades following 1850, a growth not only in numbers but also in the 
development of their organization. For one thing they became more 
business-like. A few bitter experiences revealed to them the fact that 
the ordinary workingman, however honest and however popular he might 
be, did not necessarily make a good administrative officer or a good 
financial manager. This was a useful lesson in itself, and its educational 
value was far-reaching. Immediately it resulted in the rise of a new 
type of trade-union official who was selected for the purpose by reason 
of his superior business capacity and who was paid a salary in order that 
he might devote his whole time to the task. This meant that trade 
unions got to be better led and better organized, that their funds were 
more judiciously managed and their strength more wisely exerted. For 
another thing, the trade unions began to amalgamate. Local unions 
of the same trade drew together into national confederations, unions 
of allied trades combined. The first great amalgamation of this sort 
was that of the engineering trades under the leadership of William Allan. 
This example was followed by the carpenters under Robert Applegarth, 
and this in turn by others. By 1860 a number of the more important 
trades were united in great national unions with headquarters in London 
and branches in every important industrial center in England. 

One effect of this national consolidation in the same trade was to 
enable the national unions of different trades more readily to co-operate. 
Their leaders in London came into almost daily contact one with the 
other and a small group of them presently emerged as the guiding spirits 
of the whole organized English labor world. Of these William Allan, 
the engineer, Robert Applegarth, the carpenter, Daniel Guile, of the 
iron founders, Edmund Coulson, of the bricklayers, and George Ogden, 
of the shoemakers, were the conspicuous figures. They were all close 
friends, all men of high character and exceptional business capacity, all 
men of the world, not easily to be distinguished by their dress or their 
manners or their educational equipment from the rank and file of the 
employers who confronted them. In themselves as well as in their soli- 
darity they contributed greatly to the strength of the trade-union cause. 
Workingmen as they were, and in absolute sympathy with their untu- 
tored followers, they were yet able to meet and deal with business men 
and politicians on their own ground and in their own jargon. The day 
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of the workingman leader with a knotted bandana about his throat, who 
stood fumbling his cap before his betters, was past. 

These new leaders were in an admirable position to direct the strength 
of the workingman toward political reform and they might have done 
so had not the memory of Chartist failures created in the minds of their 
constituents a strong aversion from any further intermeddling in such 
matters. This aversion was strongly reflected in the local trade unions. 
It was not in fact to any marked degree overcome before the very end of 
the last century. The only kind of political activity which the local 
trades were disposed to countenance was the kind which sought to secure 
legislation favorable to their own union interests. They felt strong 
enough to fight their own battles. All they wanted was a free field and 
no favor. And this attitude was generally speaking reflected in the 
political conduct of their leaders. Allan, Applegarth, and the rest were 
more interested in securing the passage of laws admitting the trade unions 
to legal status and conceding their right to strike than they were in pro- 
moting the extension of the franchise or a fair arrangement of electoral 
districts. Indeed the local trades even looked askance at an increase of 
government control or of government regulation of industrial affairs. 
It was not until the 1880’s that they were prepared to indorse bills for 
shortening the hours of labor or providing for unemployment. All such 
matters they felt could better be arranged by free barter, supported by 
the boycott and the strike. In fact, both in his political and in his social 
creed the organized workingman of the 1870’s was as ardent a supporter 
of the principles of laissez faire as was the stoutest Corn Leaguer in 
Manchester. 

The consequence was that organized labor as such played a very 
small part in the promotion of the parliamentary reform bills of 1867 
and of 1884. We should expect to find the industrial workers in particu- 
lar very much interested in the agitation for the extension of the fran- 
chise in the 1860’s since its main purpose was to secure the vote for them. 
Yet it was not until Gladstone’s reform bill of 1866 had been defeated 
that they took any concerted action, and then it proceeded from a non- 
descript organization which sprang up in opposition to the amalgamated 
trades. And it is not recorded that even this body accomplished any 
more than one single demonstration at Chelsea. No doubt workingmen 
gathered in crowds and shouted for reform. They even broke windows 
and tore up fence railings. But there have always been a sufficient num- 
ber of them available to stage performances of that sort for any cause. 
Almost every crowd that has ever gathered has been mainly a working- 
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man’s crowd, but it has not always by any means represented a work- 
ingman’s movement, though it has sometimes been convenient to describe 
it as such. 

It may as well be admitted that the real strength behind every reform 
bill passed in the nineteenth century was middle-class strength and the 
sentiments which formulated them middle-class sentiments. They did 
not come in response to the demands of the unfranchised workers but 
in response to a reasonable conviction on the part of those who already 
enjoyed political power. They mark important stages in the political 
progress of the workingman in that they gradually elevated him to a 
position in which he could exercise political power. But the gift was 
conferred from above, not exacted from below. And it registers rather 
the progress of the middle classes toward democracy than any real prog- 
ress of the workingman in politics. 

With the passage of Disraeli’s reform bill in 1867 the rank and file 
of the workingmen got the vote and the opportunity which they had long 
demanded, of exerting their strength at the polls. In the days of the 
Levellers or of the Chartists this would have appeared a long stride 
toward the millennium. But the steps which the workingman of 1867 
took to realize his new opportunity were feeble and halting to say the 
least. Trade-union officials confined their efforts to urging the workers 
to make sure that their names got on the voting lists. The only attempt 
at an organized labor party was the creation of a Labour Representation 
League in London in 1869, formed mainly for the return of workingmen 
to Parliament. But even that did not get under way until after the first 
election under the new Reform Bill, and until 1874 it did not succeed in 
securing the return of a single workingman’s candidate to Parliament. 
This meager result was partly due to the League’s lack of resources, but 
it was mainly due to the failure of the workingman to support his own 
fellows. From the very first he showed his preference for candidates of 
social position. His class feeling, which was strong enough in his indus- 
trial organization, he did not carry over into political action. Other 
sentiments, far older sentiments, prevailed with him there—deference for 
those above him in social station, old traditions of a ruling class, distrust 
of his own capacity to sustain the political and particularly the social 
responsibilities of public office. We may say if we like that he had not 
yet thrown off the habits of mind formed under a feudal régime. At 
any rate he was, in 1868, no more a democrat than those above him. No 
labor party was formed in that year because no labor party could be 
formed. Labor itself would not suffer it. And the immediate effect of 
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giving the workingman the vote was simply to increase the constituents 
of the two old parties. The workingman does not seem to have dis- 
criminated much between the two. The Conservatives won almost as 
much support from him in the three elections following 1867 as did the 
Liberals. 

Yet it is undoubted that his influence in politics was very strikingly 
increased by his securing of the franchise. Though no labor party came 
at once into existence a labor vote did. It would have been more effective 
if it had been better organized, but it was there, old party leaders realized 
that it was there and began to adjust their program accordingly. 

They began also to listen with more deference to the demands of 
trade-union officials. In 1868 an annual congress of all the trade unions 
was established, and it met thereafter regularly in London and regularly 
appointed a parliamentary committee to look after the interests of the 
trade unions in Parliament. Allan, Applegarth, and their group domi- 
nated this committee and through it they were able to exercise a great 
deal of influence on legislation. It does not appear that they made any 
systematic attempt to align the labor vote in support of their parlia- 
mentary program. Nevertheless a connection existed. There is, for 
example, good reason to believe that the Liberals were defeated in the 
elections of 1874 because of Gladstone’s refusal to repeal the law against 
strikes. 

It has been remarked more than once that trade unionism in Eng- 
land thrives in prosperous times and declines in periods of industrial 
depression. We may then ascribe the remarkable growth of trade unions 
between 1867 and 1875 in large part to the extraordinarily favorable 
business conditions which prevailed during those years. In 1874 this 
prosperity suddenly came to an end and was followed by a long period of 
hard times. The effect upon the workingman was as usual very dis- 
tressing. Wages went down, hours went up, unemployment increased 
by leaps and bounds. The trade unions, which were almost all of them 
mutual-benefit societies, were hard put to it to provide support for their 
idle members. It was futile to organize strikes when employers were only 
too glad of an excuse to close down their factories for a season. In fact 
the trade unions were helpless to cope with a situation which was rapidly 
becoming desperate. The politicians were equally helpless. Liberal 
leaders were prepared to support a further extension of the franchise, 
but it was pretty clear that the franchise would not feed the hungry and 
clothe the naked. Yet the politicians had nothing further to suggest. 

But the Socialists had. Once more they appeared upon the scene, 
and this time they brought a quiver full of arguments borrowed from the 
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armory of Karl Marx himself. Their new gospel was not in essentials 
so very different from their old one. Like Owen they insisted that the 
recurrent evils of industrial society sprang from the defects of the indus- 
trial organization. Like Owen they denounced capitalistic control of 
the means of production and demanded for the workingman the whole 
produce of his labor. But in place of Owen’s co-operative communities 
they proposed to substitute national control. Most of them agreed with 
Lovett that the means of salvation lay through the ballot box and they 
intended to accomplish social revolution by organizing the full voting 
strength of the workingman in its support. 

Their program demanded immediate political action and it ran coun- 
ter to the accepted policy of the Amalgamated Trades. Nevertheless 
they found stout champions in the trade-union ranks, particularly in 
John Burns and Tom Mann. For something like five years these ardent 
young socialists contended in the Trade Union Congresses with the old 
champions of laissez faire trade unionism. And in 1890, thanks partly 
to the great victory of Burns and Mann in the dock-workers’ strike of 
1880, they finally won the day. The effect of their success was far- 
reaching. It involved the definite abandonment by the trade unions of 
their old policy of letting general politics alone and committed them to 
a program of social legislation for which they could hardly expect sup- 
port from either of the existing parties. 

It was from this new unionism of the early 18go’s that the English 
Labour Party was bornin 1899. Its birthday marks the definite re-entry 
of the trade union into the field of general politics. It marks even more 
than that. It marks the beginning of an effort on the part of the trade 
unions to dominate the politics of the workingman. For the English 
Labour Party as it was originally constituted limited its membership to 
trade unionists and to members of a few relatively small affiliated organi- 
zations. Naturally it courted the support of the whole workingman 
vote, but it made no place for unorganized labor in its councils. It was 
in fact a party run in the interests of labor by a trade-union committee. 

It first began to play an active part in politics in the election of 1905. 
Before that time workingmen had been elected to Parliament. Indeed 
a scattered few had won seats in every election since 1874, but their suc- 
cess represented the result of local efforts and they stood on no common 
platform, though they did attempt to follow a concerted plan of action 
after they took their seats. Usually they went by the name of the Liberal- 
Labour group. In the election of 1906 the new labor party secured the 
return of twenty-nine members. These, combined with the Liberal- 
Labour group, gave the workingman a fighting strength of some fifty 
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in the House of Commons. In the election of 1910 they lost a few seats, 
but by reason of the more evenly balanced strength of the two great 
parties their parliamentary position was really stronger. 

From 1906 until the outbreak of the war they worked in close har- 
mony with the Liberals and their influence upon liberal policy was very 
considerable. If one considers the social legislation passed in the House 
of Commons since 1905 the strength of that influence is apparent. Old- 
age pensions, national insurance against sickness, disability, and unem- 
ployment, child-welfare acts, sweatshop regulations, minimum wage laws, 
and national employment bureaus—all of these demanded by Labor have 
been conceded by Liberalism. In fact the whole trend of social legisla- 
tion during the last two decades in England has to a considerable extent 
justified the assertion that Labor was leading Liberalism by the nose. 

From the point of view of that democratic ideal which admits no 
distinction between class and class the fundamental defect of the English 
Labour Party as it existed before the war was that it did create such a 
distinction and sought to emphasize it. Practically the only group out- 
side the organized-labor group which it admitted to its councils was the 
Socialists. Though it did not indorse class war it provided the means 
for it and offered special privileges to the one group in the middle-class 
ranks which preached it. It had another grave defect in that it did 
not completely represent the very workingmen whom it aimed to serve 
because it was fundamentally a federation of trade unionists and not a 
free-for-all workingman’s party. The Great War just passed revealed 
to its leaders both of these defects and set them at work to correct them. 
In 1917 the Labour Party was completely reorganized. Instead of a 
trade-union affair it was converted into a national democratic party, 
which, though recognizing the unions, based its organization upon local 
party associations. Membership in these associations was thrown open 
to every hand worker and brain worker who accepted the constitution 
of the party and subscribed to its program. In fact the Labour Party 
virtually placed itself upon the same footing as the other two great par- 
ties in the kingdom. It not only threw off the shackles of the trade 
unions but it also definitely rejected the Marxian principle of political 
organization along class lines. For though it proposed to limit its mem- 
bership to hand workers and brain workers there were few in England 
who would fail technically to qualify under one or the other of these 
categories. At the same time it stated its program rather more explicitly 
than it ever had before, but with no essential change. Arthur Hender- 
son stands today on much the same platform that William Lovett stood 
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80 years ago—a reorganization of industrial society along socialistic lines 
to be accomplished gradually and by due process of law. Lovett would 
perhaps have deleted the word gradually, but labor leaders were more 
hopeful of an immediate millennium in his day than they are now. 

I have paid a great deal of attention to the evolution of the Labour 
Party because it is the one political movement of present-day England 
which has been beyond question a workingman movement. But it never 
has commanded anything like the full strength of the workingman in 
politics. The best showing it ever made in a parliamentary election was 
in December, 1918, when it returned sixty-one members to the House of 
Commons out of a total of over six hundred. This means that the major- 
ity of the workingmen never have supported the Labour Party platform 
at the polls. Most of them are still to be found in the ranks of the Lib- 
erals and of the Conservatives. And the influence of the workingman 
in modern English politics has been much more potent in modifying the 
program of the old middle-class parties than it has been in promoting 
the program of its own. The practical consideration behind the reor- 
ganization of the Labour Party in 1917 was probably the realization by 
its leaders after nearly forty years of effort that class politics, successful 
as they were in continental Europe, could not be made to go in England. 
The Labour Party as a workingman’s party was a failure, and it was on 
the whole well for English democracy that it was so. For democracy 
must build its hopes not on class distinction but on class co-operation, 
not on interests which conflict but on interests which conform. 


BIBLIOGRAPHICAL NOTE 


There is a great mass of literature bearing on almost every phase of this 
subject though there is nothing which deals with it as a whole. It may be 
worth while to suggest some of the more useful books for a more detailed 
study. On the early craft guilds one of the best brief accounts is in E. Lipson, 
An Introduction to the Economic History of England, I, chap. vii. On the decay 
of the craft guilds, cf. G. Unwin, Industrial Organization in the Sixteenth and 
Seventeenth Centuries, and also, for less detailed accounts, W. J. Ashley, The 
Economic Organization of England, chaps. ii, v; and J. A. Hobson, The Evolution 
of Modern Capitalism. For the Levellers Movement, G. P. Gooch, English 
Democratic Ideas in the Seveteenth Century, and T. C. Pease, The Levellers 
Movement, may be consulted. There is no single adequate study of the Indus- 
trial Revolution in English. Its earlier phases are admirably discussed in 
P. Mantoux, La Révolution industrielle au XVIII siécle en Angleterre. There 
are three volumes by J. L. and Barbara Hammond which cover well the effect 
of the Industrial Revolution upon the workingman. They are entitled: (1) The 
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Village Labourer, 1760-1832; (2) The Town Labourer, 1760-1822; (3) The 
Skilled Labourer, 1760-1832. The effect of the French Revolution upon 
political reform in Engiand is well handled in G. S. Veitch, The Genesis of 
Parliamentary Reform, and in E. R. Kent, The Early English Radicals. A 
convenient annual survey of economic conditions in England from 1800 to 
1832 will be found in W. Smart, Economic Annals of the Nineteenth Century. 
G. Slater, The Making of Modern England, chaps. i, iv, is particularly good on 
the situation immediately following the Napoleonic Wars. For the unrest 
associated with the passage of the Great Reform Bill, cf. J. R. M. Butler, The 
Passing of the Great Reform Bill, chaps. i, iii, vi. G. Wallas, Life of Francis 
Place, is easily the best thing on the political unions of 1832. The rise of 
English socialism and the views of the English socialist of the 1820’s are well 
treated in M. Beer, A History of English Socialism, I. 

On the origin of the English trade unions and on their whole history there 
is one excellent book, S. and B. Webb, History of Trade Unionism, of which a 
new edition has just appeared. Cf. also George Howell, Labour Legislation, 
Labour Movements and Labour Leaders. On contemporary English trade 
unions the English Labour Year Book, particularly the volume for 1916, con- 
tains a fund of excellent material. The Chartist Movement has been much 
written about in English and in German, though the best study is in French, 
i.e., E. Dolléans, Le Chartisme, 1830-48. In English the best single account 
is by Mark Hovell, The Chartist Movement; cf. also F. F. Rosenblatt, The 
Chartist Movement in Its Social and Economic Aspects, and F. W. Slosson, 
The Decline of the Charti.t Movement. On the relations of the workingman to 
politics since Chartism there is very little of value. The Webbs give some- 
thing in their History of Trade Unions and G. Howell rather more in his -iudy 
of labor movements cited above. One phase of it is treated very superficially 
in A. W. Humphrey, A History of Labour Representation. Unfortunately 
there is no study comparable to Butler’s Passing of the Great Reform Bill for 
the later reform bills of 1867 and 1884. Charles Seymour, Electoral Reform 
in England and Wales, chap. x, contains a good account of the way in which 
the labor vote was cast between 1867 and 1884. The history of the modern 
English Labour Party has yet to be written, though there is an excellent sum- 
mary of the main facts in the English Labour Year Book for 1916; cf. also, for 
a rather unsympathetic account, A. L. Lowell, The Government of England, 
II, chap. xxxiii, which brings the story down to 1908. The program of the 
Labour Party as stated in 1917 and the reorganization in that year is very well 
explained in A. Henderson, The Aims of Labour. For a sympathetic treat- 
ment of the workingman in current English politics the English weekly, the 
New Statesman, is perhaps the best place to look. Sidney Webb’s occasional 
contributions to the New Republic are excellent though not always unbiased. 
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The Nonpartisan League. By HERBERT E. GAston. Harcourt, 
Brace and Howe, 1920. Pp. viit+325. $1.75. 

In this gracefully written and very readable book Gaston has given 
us an intimate picture of his friend, A. C. Townley. It is the story of 
Townley, and, being the story of this one man is, in fact, the story of 
the Nonpartisan League movement which is now in control of the state 
government of North Dakota and is a political force in twelve adjoining 
states. Hence the title of the book is appropriate. Only this subtitle 
should be added, “‘The Good Farmer’s Fight against the Bad Business 
Man.” 

Gaston frankly warns us at the outset that he was for three years 
on the League’s editorial staff and writes from a “‘sympathetic stand- 
point.’ His interpretation of his patron’s words and deeds are thus 
colored in two ways—by his very real admiration for Townley and by 
his own economic philosophy of life. Gaston’s philosophy is a Marxian 
economic determinism, and is thus expressed in his own words: ‘The 
conditions of production and distribution of the things people want to 
consume must inevitably shape political history and political institu- 
tions” (p. 319). His regard for Townley as a prophet may indeed be 
carried too far, for after reciting the bitter opposition to Townley, he 
concludes, “‘ They stoned the prophets and they crucified Christ. Human 
nature does not change much” (p. 324). However, there is no doubt 
in the writer’s mind that Gaston has made a sincere and honest effort 
to tell the truth. 

This book is the first complete, connected statement of the origin 
and growth of the Nonpartisan League by one who was familiar with 
the facts. A severe critic will find in it much to praise, little to blame. 
Of course certain transactions are glossed over: such as the method of 
acquiring the Daily Courier’s News from a League enemy; the somewhat 
Prussian-like Liar Law enacted to curb the activities of three state 
officials who turned against the League; and the first so-called “State 
Convention” held by the League. All important events are given 
“with bright protective coloration.’’ An unduly large part of the book 
is devoted to explaining and defending Townley’s war record. It 
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needed explaining. But since the war is over, it seems to the reviewer 
best to let the matter rest in peace. 

Townley was once a Socialist, later a Nonpartisan Leaguer; he is 
all the time an opportunist. His only fixed philosophy seems to be a 
hatred of “Big Business.” In this he is doubtless sincere. This 
explains his passion and his fire, long sustained, in carrying out, from 
1915 to 1920, the big League organization until it now has 200,000 
members paying annual dues of $9.00 each. It is a “class conscious” 
movement (p. 73), and depends for its success on poisoning the relations 
of farmers to all other classes save the ‘labor class.”” The interesting 
effort is made to reconcile the interests of the farmer and the city laborer. 

While the book has historical sequence, it lacks philosophical unity. 
The three outstanding things which have most impressed the writer are 
these: (1) the relation of town and country; (2) the problem of rule by 
one man versus rule by “the people”; (3) the “evils” in North Dakota 
and the “remedy” applied by the League. Consider each of these 
three in turn. 

(1) The bankers are referred to as ‘‘conscienceless usurers and 
mortgage sharks” (p. 51). The farmers, says Gaston, “had followed 
the trail of their grievances from the farm to the town, with its small 
elevator, its group of little shacks, its marble bank . . . . and on to 
the city . . . . with its princes of industry” (p. 55). Townley said 
little to the farmers “‘of high prices, of extortionate interest, or of any 
of the other direct grievances of the farmers against the town merchant. 
The burden of complaint was that the town business man had taken 
sides with the Chamber of Commerce monopolists and speculators and 
was helping them to loot the farmers through the sale of their products” 
(p. 113). Agriculture is ‘‘essential,’’ says Gaston. Whereas all the 
activities of the towns and cities are merely a “service of supply” 
(p. 18). These excerpts need no further comment. 

(2) The League’s ‘“‘expressed objects,” says Gaston, “are to make 
government actually and fully responsive to the wishes of the ‘common 
people’ and to secure economic relief for exploited and oppressed classes”’ 
(pp. 3, 4). 

But in carrying out this lofty purpose it was Townley’s method 
to tell ‘the people’? what they needed and then proceed on the theory 
that he was giving them what they wanted. First we see this in the 
secret legislative caucus, where all League measures were explained and 
adopted, and later voted for by all League members of the legislature. 
And back of the caucus we see the work in the League’s headquarters 
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in St. Paul, Minnesota. By the way, what an irony of fate! The 
League was put in power partly, at least, to unhorse the ‘Old Gang”’ 
whose “boss,” Alex McKenzie, used to nominate the state governors 
at a caucus at the Merchants Hotel in St. Paul! Enemies of the League 
now say a new “‘boss”’ is operating from St. Paul. Now, in the League’s 
St. Paul headquarters a group of “experts” (not farmers) draw up 
“skeleton legislation on all the subjects embraced in the League program” 
(p. 288). These ‘‘experts” include one professor from Utah, one 
California Socialist, and some attorneys. This group are all Townley 
appointees. In the early days of the League, says Gaston, Charles 
Edward Russell was ‘‘a valued adviser” (p. 72). He was able to qualify 
as a League expert on agrarian problems. 

Of course Townley was roundly criticized by enemies for being a 
“boss” and for his ‘‘one-man rule.”” Says Gaston, ‘It was Townley’s 
fixed determination, made after mature deliberation, to keep the organi- 
zation strictly in his own hands and the hands of the men whom he 
should select as his advisers until the ‘idea’ had been proved a success 
or failure” (p. 85). 

“Tf,” says Gaston in a later passage, “there was at all a serious 
weakness in Townley’s system of promotion and government for his 
organization it was that there was too much Townley and not enough 
of division of authority in the affair” (p. 244). 

The chapter on “‘ League Democracy at work’”’ leaves in the reader’s 
mind the doubt whether this be “‘democracy.” 

(3) The least satisfactory, the least specific part of the book is that 
dealing with the “evils” and the “remedies.” 

“Economic abuses” are named on page 15, but not particularized. 
Later we read that the farmer is “exploited”; he pays “usury”; the 
townsmen ‘“‘rob” him; he is pioneering under hard conditions of cold, 
isolation, drouth, rust, and so on. All these grievances are finally 
focused on the grain trade, since the state is largely a one-crop state. 
“Speculators” are mentioned (p. 50), and the ‘‘thefts and the injustices 
of the grain trade” (p. 42). 

Gaston correctly describes a crying abuse of the grain trade “‘at an 
early day” (p. 19), namely, the monopoly of the country grain trade 
by the line elevator companies and the consequent price-fixing by a 
small group and the large margin taken on the farmer’s grain. He also 
correctly states that the farmers’ elevator movement (1900-1910) 
cured this evil. ‘When he has a local co-operative elevator in operation 
the farmer,” says Gaston, “is fairly well assured that he can get for his 
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grain the going quotation in the big terminal market, less the handling 
and shipping costs” (p. 20). In falling back on the authority of an 
ex-president and a president of the State Agricultural College, however, 
Gaston is led into grave error as to “losses” in the present grain market- 
ing system. 

Gaston’s discussion of the “luxury” of the life of the ‘speculators,’ 
of the evils of future trading, of the “grain board”’ that “controls the 
market” (p. 23), of the terminal elevator situation, of dockage, mixing, 
grading, weighing, of grain prices being always “low in the fall’? when 
the farmer sells, and ‘high in the spring” (p. 28) when the farmer buys, 
represents the tenor of Townley’s speeches on the grain trade, and the 
“educational matter’? put out by him in the two League dailies and 
the one hundred and nine League weeklies. These “evils” are, since the 
farmers’ elevators abolished the monopoly price-fixing, almost wholly 
imaginary. The League’s new law on the grain trade and terminal 
elevator question had, according to Gaston ‘‘a wonderful effect’? within 
a few months, resulting in “higher grading” and ‘less deduction of 
dockage”’ improved the prices paid” (p. 152). The wish is 
father to the thought here! 

Gaston has given us a faithful report on the philosophy and deeds 
of his chief in organizing a new agrarian party with a platform of state 
socialism. 
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CORNELL UNIVERSITY 
The Casual Laborer and Other Essays. By CARLETON H. PARKER. 
New York: Harcourt, Brace and Howe, 1920. Pp. 199. 


The collection consists of four papers on the labor problem, three of 
which had been previously published, with an introduction by Mrs. 
Parker. 

The first paper apparently makes its initial appearance, but much of 
the subject-matter as well as the point of view was given in the American 
Idyll. It is an attempt to get the attitude of the psychologist with 
reference to the problem of labor unrest. His two postulates are: 
“That human life is dynamic, that change, movement, evolution are 
’ “That self expression and therefore freedom 
of choice and movement are prerequisites to a satisfying human state.” 

His conclusion is that “the problem of industrial labor is one of mal- 
adjustment between a fixed human nature and a carelessly ordered 
world.” This inconsistency in his main contention regarding human 
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nature as fixed and as changing may be due to the fact that, as Mrs. 
Parker says, the paper was not written for publication. It is interest- 
ing also to speculate, in connection with his second postulate, on just 
how happy we would be living in a civilization (if one might call it such) 
“freed from balkings and inhibitions.” 

The papers on ‘The Casual Laborer” and “The I.W.W.” contain 
valuable material on the conditions under which the workmen lived 
and seem to the reviewer to be the real contribution of the volume. 
Mr. Parker had practically lived among them and knew their pcints 
of view, their weaknesses, and their attempts at justification of their 
own behavior. 

When the author confines himself to a statement of facts he is 
successful. When he attempts interpretations he becomes confused 
by his own conflicting tendencies. Notice his main contention, the 
dominance of instincts, and the conclusion of the second paper: ‘As a 
class the migratory laborers are nothing more nor less than the finished 
products of their environment,” and later, ‘The environment has pro- 
duced its type.”” Evidently not much domination by original equipment 
here. Again, in the chapter on the I.W.W. he says that “‘any explana- 
tory analysis should deal and deal alone with the antecedent experiences 
which produce in a most natural and everyday manner those practiced 
habits which we describe as ‘being an I.W.W.’”’ 

The final paper, ‘‘ Motives in Economic Life,’ has been more dis- 
cussed than most journal articles. It consists largely of a “catalogue 
of instinct unit characters’? and an insistence that these are far less 
modified by experience than others have supposed. His treatment of 
these as distinct behavior tendencies recalls the discarded faculty 
psychology. The Freudian view of repressions of instincts and a result- 
ing emotional disorganization is brought over from psychopathology 
to the social problems in industry with the general conclusions of the 
first paper, namely, that ‘“‘the instincts and their emotions, coupled 
with the obedient body, lay down in scientific and exact description the 
motives which must and will determine human conduct” (p. 161). 
There seems, in this, to be little recognition of adaptation, habit, intelli- 
gence, or volition. 

Had Mr. Parker lived longer he would doubtless have recognized 
these inconsistencies in his borrowings from other fields, as Mrs. Parker 
seems to have recognized them. In their present state the essays reveal 
a lack in the organization of his new ideas as well as a faulty perspective 
in the arrangement of his biological and psychological material. His 
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purpose, however, is admirable, and has brought about an advance on 
the line he set out upon, namely the study of human behavior, as such, 
where it assists in the understanding of economic conditions. Psycholo- 
gists are anxious to admit that there is value in the psychologist’s method 
and point of view for those who are dealing with human problems. 
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